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I

A.

EXECUTIVE SUMMARY

The Transaction.
The United States Department of Transportation ("DOT")

has selected Norfolk Southern Corporation ("NS") as the purchaser
which will best serve the public interest in the sale of the
stock of Consolidated Rail Corporation ("Conrail").

As a prereq

uisite to that sale, the Department of Justice ("DOJ") has indi
cated that NS must, through prior or concurrent divestiture,
assure that long-term, viable and competitive rail service will
remain at locations along an east-west corridor running between
Buffalo and Pittsburgh in the east and St. Louis and Chicago in
the west (the "Midwest Corridor").

The transaction described in

this presentation meets the mandate of DOJ by providing for the
creation of a vigorous new competitor in this region through the
extension of the rail system of Guilford Transportation Indus
tries, Inc. ("Guilford").
Pursuant to a Divestiture and Acquisition Agreement dated
June 5, 1985, NS and Guilford have agreed, upon acquisition of
Conrail by NS, that Guilford will purchase from NS approximately
940 miles of rail lines and will acquire trackage rights over an
additional 130 miles.

These lines and their proposed operation

are described in detail in Section III.

(Collectively, these

lines are hereinafter referred to as the "Western Extension.")
In so doing, Guilford will create a competitive transportation
system which will definitively respond to the DOJ requirements in
the Midwest Corridor.

Moreover, by virtue of the expansion of

Guilford from Maine on the east to the Mississippi River on the

west and from Montreal on the north to Washington, D.C. on the
south, shippers in Maine and New England (including three of the
five largest paper producers in the United States) will, for the
first time, have single-line rail access to the Midwest.

In

addition, for the first time since the formation of Conrail in
1976, there will be truly meaningful intermodal ("piggy-back" or
"TOFC/COFC") competition in the New York and Boston metropolitan
areas.

The divestiture will not only answer the DOJ requirements

but will go beyond those requirements to enhance competition in
New England and New York as well.
Guilford has employed Booz-Allen & Hamilton ("BA&H") and its
Railway Network Simulation Model in analyzing the. operating
implications of this transaction.

The model and the traffic

study, which was also conducted by BA&H and which provided data
with respect to revenues on the new system, are described in
detail in Section III.

These tools were used to produce a

detailed simulation of the existing Guilford System to serve as a
basis of comparison for the simulated operation of the new
expanded system.

Costs and financial projections have been for

mulated based upon the model and are discussed in detail in later
sections of this presentation.

B.

The Guilford System.
The Guilford System had total revenues of approximately

$300 million in 1984.

Guilford presently employs approximately

4,000 persons in freight service and has approximately 4,000
route miles of track.

In addition to its freight operations,
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Guilford also successfully operates the MBTA commuter service in
the Boston metropolitan area on a contract basis and runs por
tions of two Amtrak long-distance passenger trains, the
Montrealer and the Adirondack.
Guilford, as an entity, has existed for only four years.
(Its history is described in greater detail in Section II.)

It

was founded by Timothy Mellon in 1981, and it has served as the
vehicle for combining three separate carriers — • Maine Central
Railroad Company ("Maine Central" or "MEC"), Boston and Maine
Corporation ("Boston and Maine" or "B&M") and Delaware and Hudson
Railway Company ("Delaware and Hudson" or "D&H") into a strong
regional carrier.

Notwithstanding various start-up costs, such

as labor protection, and large expenditures to rehabilitate D&H,
Guilford has been profitable throughout its history:

Guilford Rail Division
Combined Results
(000 's Omitted)

Revenues
Net Income

6/16/8112/31/81
(MEC only)

1982
(MEC only)

$38.3
$ 4.5

$66.2
$ 511

1983
(MEC full year
1984
and B&M for
(MEC, B&M
six months)
and D&H)
$121.2
$ 8.6

$307.0
$ 5.2

Through May 31, 1985, the results for the current year show a
profit of approximately $1.7 million.
The combination of these three rail carriers into the
Guilford System is still in an early stage, and there are many
benefits remaining to be realized.

- 3 -

As the logic of the combina

tion of the three constituent railroads carries forward, these
results will improve.

Maine Central has a strong base of origi

nating traffic which is moving across the Guilford System in
increasing volumes to the benefit of rail customers and of B&M
and D&H as well.

Efficiencies are being put into effect in a

manner which has greatly reduced operating costs and achieved
impressive productivity improvements.

Extensive capital work (in

excess of $40 million on D&H alone) is either currently underway
or already completed.

C.

The Western Extension.
The Western Extension presents an important opportunity

to enhance competition in the Midwest Corridor and other areas
and to build on the strategy which underlies the present Guilford
System.

Guilford will provide efficient, low cost service in the

areas and counties identified by DOJ as "problem" markets.

In

each such market, Guilford will offer service which is comparable
to the service which is presently available.

In this manner,

Guilford will provide vigorous competition to NS/Conrail and
others.
With the addition of the Western Extension, Guilford will
operate over approximately 5,100 miles of line with approximately
5,000 employees.

Guilford will become the ninth largest rail

system in the United States.
The Western Extension will afford New England shippers
single-line service all the way to the Mississippi River, something they simply cannot achieve now.
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This will increase traffic

volumes on the Western Extension as well as those of the present
Guilford System, all at lower cost to the shipper.

Moreover, the

Western Extension will permit the Guilford System to take advan
tage of its natural operating leverage.

New or extended haul

traffic, with revenues of $36 million annually, will flow across
existing lines, much of it at high margins.

For example, on

$11.5 million in incremental revenue, B&M will realize 32 cents
in net incremental revenue from operations for each incremental
revenue dollar.
Unlike most existing railroad entities which have many large
yards, shops and unprofitable branch lines, the Western Extension
has been designed to be trim and efficient from the outset.
Guilford will not be acquiring any redundant facilities, but
rather only those lines and yards necessary to operate the
Western Extension efficiently.

No costly, unnecessary concentra

tions of personnel will be added.

For example, although the

industry average labor cost, including fringe benefits and pay
roll taxes, was approximately 47 percent of gross revenues in
1983, the Western Extension will have a labor cost component of
only approximately 27.5 percent of gross revenue.

By virtually

every measure of efficiency, the Western Extension will be able
to go "toe-to-toe" with NS/Conrail or anyone else.
Financial results of the Western Extension will be superior.
As portrayed in detail in Section III.E. below, it is anticipated
that in the "pro forma" year (the third year after the trans
action is implemented), the Guilford System will realize approxi
mately $150 million in additional revenue and approximately $27

5

million in additional operating income.

These projections show a

performance which compares favorably with the best of the rail
carriers in the United States.
In summary, with the addition of the Western Extension,
Guilford will provide a new, efficient transportation alternative
throughout the Midwest Corridor.

The resulting enlarged Guilford

System will not only answer the competitive need in the Midwest
Corridor but will substantially improve competition in important
segments of the Northeast as well.

Moreover, the Guilford System

will achieve a level of profitability which will enable it to be
a viable competitor for the long-term.

II.
A.

BACKGROUND

History of the Guilford System.
A proper understanding of the acquisition of the

Western Extension must necessarily be based upon a prior knowl
edge of the history of Guilford.

Guilford is a non-carrier hold

ing company which was formed in 1981.

It owns all of the out

standing common stock of three rail carriers —
B&M and D&H —

Maine Central,

which have been integrated into a 4,000 mile sys

tem which reaches from Maine to Buffalo and from Montreal to
Washington, D.C.

Guilford began its existence with the premise

that a profitable rail system could be created in the North
east —

by offering competitive service and achieving efficien

cies through integration —

and with the intention of operating

such a system for the long-term.
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Guilford acquired Maine Central in June, 1981, for $18.5
million in cash.

Maine Central, which originates a considerable

amount of paper and forest products traffic, has been consis
tently profitable, both before and after its acquisition by
Guilford.

The earnings of Maine Central during the four years it

has been owned by Guilford totalled approximately $18.2 million.
During that period, the long-term debt of MEC has been reduced to
one-third of its 1976 level.
4.18 to 1.

Fixed charge coverage in 1984 was

Moreover, the paper industry has substantially

increased its presence in Maine, making it the leading paper
producing state in the East and thereby further broadening and
securing the Maine Central traffic base.
In 1970, B&M entered into reorganization proceedings under
Section 77 of the former Bankruptcy Act.

For many years prior to

that and throughout the reorganization proceedings (with the
exception of 1981), B&M incurred substantial losses from opera
tions.

Like many other railroads in the Northeast, B&M suffered

from the burden of unprofitable commuter service, declining traf
fic, a neglected physical plant and,heavy debt.
In 1981, Guilford agreed with the trustees of B&M to pay
$24.25 million in cash to acquire all of the outstanding common
stock of B&M upon its reorganization.

The Interstate Commerce

Commission ("ICC") and the court supervising the reorganization
of B&M approved the acquisition of B&M by Guilford and a plan of
reorganization in 1983.

As of June 30, 1983, B&M was reorga

nized, and Guilford became the owner of all of the outstanding
common stock of B&M.
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All of the prior problems of B&M have been rectified.

Com

muter service is now operated on a cost-plus basis under a con
tract with MBTA.

B&M has emerged from reorganization with vir

tually an all-equity capitalization.

Both the secured and

unsecured claims against the debtor were satisfied, and B&M was
left with only relatively small amounts of equipment obligations.
Fixed charge coverage in 1984 was 10.6 to 1.

Affiliation with

MEC has provided access to additional, profitable traffic, and
the federal government provided funds which were used during the
reorganization to rehabilitate a major portion of the B&M main
line.
Throughout the proceedings before the ICC, opponents of the
transaction —

principally other railroads which would be compet

itors of a Maine Central-B&M system —
never become a profitable carrier.

argued that B&M would

Guilford, on the other hand,

predicted that a combination of Maine Central and B&M would
attract additional traffic, thereby increasing revenues, and
generate savings through efficiencies.
Two full years of operation of B&M under the ownership of
Guilford have demonstrated the soundness of the Guilford predic
tion.

B&M has been consistently profitable, and it is antici

pated that this profitability will continue to improve.

In two

years of ownership by Guilford, B&M has earned approximately
$12.6 million, which is more than it earned in any two-year
period since the early 1950s.
Although it was never in reorganization proceedings, D&H
had, for ten years prior to its acquisition by Guilford, been in
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an extremely perilous financial condition.

The creation of

Conrail in 1976 took railroads that had previously been friendly
connections of D&H and made them part of Conrail.

In an attempt

to correct the problem this created for D&H, the Final System
Plan awarded D&H trackage rights to extend its system to Buffalo
and Washington.

The Final System Plan, however, demonstrably

failed to achieve its goal with respect to D&H, which recorded
huge losses subsequent to 1976.

In fact, the average annual loss

of D&H from 1976 through 1983 was approximately $12.1 million.
During the proceedings to acquire B&M, the State of New York
approached Guilford and requested that consideration be given to
purchasing D&H.

Guilford agreed to analyze the potential bene

fits and burdens of an acquisition of D&H.

Purchase of D&H

offered Guilford the opportunity to extend its regional system to
competitive gateways in Buffalo, Washington, D.C. and Montreal.
The major reservations to purchasing D&H were its poor physical
and financial conditions.
Actively encouraged by New York, DOT and NS (the former
owner of D&H), Guilford entered into an agreement late in 1981 to
purchase the stock of D&H.

As the regulatory and judicial pro

cesses moved toward a conclusion in 1983, Guilford recognized
that a significant restructuring of D&H and its relationships
with its creditors and others would be necessary in order to
permit D&H to return to profitability.

Consequently, Guilford

and D&H undertook what amounted to a contractual reorganization
of D&H.
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Equipment leases and other contracts were renegotiated, and
claims of Conrail against D&H were restructured.

NS agreed to a

new divisions arrangement which provided more revenue for D&H for
traffic interchanged at Buffalo.

Premised on this restructuring,

New York agreed to provide more than $20 million in additional
financial assistance both for rehabilitation projects and operat
ing subsidies.

Through legislation enacted as part of the North

east Rail Service Act of 1981 ("NERSA") and the cooperation of
DOT, approximately $75 million of D&H indebtedness held by the
federal government was replaced by subordinated contingency
notes.

Thus, when Guilford acquired D&H in January, 1984, sig

nificant steps had been taken to eliminate, defer and subordinate
substantial amounts of debt and to obtain additional sources of
revenue in order to place D&H on a more secure footing.
As was the case with B&M, the inclusion of the "reorganized"
D&H in the Guilford System has provided additional support to D&H
by offering new traffic and other opportunities for profitability
which D&H lacked on its own.

Following a loss of approximately

$17 million in 1983 before Guilford owned it, D&H had a loss of
$6.8 million in 1984, the first year of Guilford ownership.

This

loss was understandable in light of the major rehabilitation
effort which remains in process on D&H.

As that work reaches

completion and D&H becomes more fully integrated into the
Guilford System, D&H will gradually be restored to profitability.
Thus, Guilford has taken one profitable railroad, combined
it with two larger and previously unprofitable (but completely
reorganized) railroads and produced a system which is providing
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efficient rail service and realizing profits.

As shown in the

financial projections, it is anticipated that steady progress
will be made in the future.

This has been a remarkable turn

around, which illustrates the proven ability of Guilford to man
age the type of addition to its system presented by the Western
Extension.
After analyzing its alternatives and reviewing the potential
synergies which would be realized through a combination of
Guilford and Conrail, Guilford itself submitted a bid to acquire
Conrail in June, 1984.

Guilford offered $1.2 billion in cash,

agreed to forego tax benefits and proposed a 30 percent equity
position for labor.

Guilford was one of the six bidders that

made it through preliminary rounds of screening by DOT, but
Guilford was eventually eliminated from consideration.
When NS was designated as the winning bidder and DOJ
announced its concerns relating to competition in certain areas,
Guilford was invited to participate in a series of discussions
with NS to attempt to address those competitive issues.

After

several months of negotiations, Guilford and NS entered into a
definitive agreement pursuant to which Guilford will acquire
approximately 940 miles of line from NS/Conrail and trackage
rights over an additional 130 miles of line.

As described in

subsequent sections, the acquisition of these lines and trackage
rights will enable Guilford to provide service which will be
fully responsive to the competitive issues raised by DOJ.

11

B.

Present Operations of Guilford System.
Guilford is a New England based company which has com

mitted itself to the creation of a revitalized rail freight sys
tem in the Northeast.

The present Guilford System extends east-

west from the northeast corner of Maine to Buffalo, New York,
serving every state in New England except Rhode Island, and
north-south from Montreal through New York and Pennsylvania to
Washington, D.C.

The freight system operates over approximately

4.000 miles of track and trackage rights, employs approximately
4.000 people and had gross revenues of approximately $300 million
in 1984.

In addition to operating a regional rail freight sys

tem, Guilford also operates rail commuter service in the City of
Boston and its suburbs under contract with the Massachusetts Bay
Transportation Authority.

An additional 800 persons are employed

in the commuter service.
Although Maine Central, Boston and Maine and Delaware and
Hudson are distinct legal entities, much effort has gone into the
integration of these three components into one system.

To that

end, the railroads have common officers who are headquartered in
North Billerica, Massachusetts.

To the maximum extent possible,

functions have been consolidated in North Billerica.

For

example, sales and marketing activities, finance and control
functions and data processing are all unified and directed from
headquarters.
In addition to consolidating the management, Guilford has
given significant attention to upgrading the physical condition
and facilities of the three railroads.
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This upgrading has been

carried out in conjunction with a program to eliminate or reduce
redundant or obsolete facilities.

Thus, for example, the State

of New York and Guilford have worked together closely to provide
for substantial physical improvements on D&H.

A major work pro

gram was begun in 1984 and continues today to rebuild portions of
the lines of D&H and a tunnel on the D&H main line between
Binghamton, New York and Oneonta, New York.

A new locomotive

servicing facility, which will be sufficient for the entire sys
tem, is being undertaken on B&M at East Deerfield, Massachusetts
in partnership with the Commonwealth of Massachusetts.
The brief existence of the Guilford System has borne out the
premise with which it began —

a regional railroad in the North

east can be profitable even as it is rebuilt.

Guilford has suc

ceeded in creating a competitive rail system, built on efficient
operations and reliable service.

As described in succeeding

sections, the Western Extension will be a competitive and profit
able addition to the existing system.

III.
A.

THE TRANSACTION

Overview.
1.

Lines and Equipment to Be Acquired.
The schedules of the agreement between NS and

Guilford and the map shown at Exhibit 1 indicate the physical
extent and location of the Western Extension.

The Guilford Sys

tem thus enlarged will provide single-line service throughout a
region which is actually larger than the region now served by
Conrail, extending approximately 1,500 miles east-west and 750
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miles north-south.

The lines to be acquired by Guilford will

create a competitive through route over track which is wellsuited to the operating plan described in Section III.D.
The principal lines and trackage rights to be acquired are
as follows:
*

The line from Buffalo to Cleveland and the
line from Delphos, Ohio to St. Louis consti
tute segments of what was known as the Nickel
Plate Road until it was acquired by N&W.

The

section between Buffalo and Cleveland is well
maintained and will permit operations at
speeds up to 60 mph.

Although certain seg

ments west of Delphos have been downgraded
because they are redundant to the NS system,
they were once a part of one of the most
direct and cost-competitive rail freight
routes in the region.
*

The line from Cleveland to Crestline, Ohio,
over which Guilford will have trackage
rights, will be part of the core of the
NS/Conrail system and will be maintained to
Class 4 standards (by NS/Conrail).

At Crest

line, a new connection will be installed to
provide access to the Conrail line to be
acquired by Guilford.
*

The line from Crestline, Ohio to Chicago,
Illinois via Bucyrus and Lima, Ohio and Ft.
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Wayne, Indiana (formerly the main line of the
Pennsylvania Railroad) presently supports
Amtrak trains at speeds of 70 mph.

Assuming

that Conrail has maintained this line in
accordance with its agreement with Amtrak,
the line will be suitable for Guilford opera
tions without any rehabilitation expendi
tures.

Taken together with the balance of

the Guilford lines, it will provide a route
between New York and Chicago which is shorter
than the Conrail route and which will permit
a competitive intermodal train schedule which
will be within an hour of the best time pres
ently offered by Conrail.
From Bucyrus, Guilford will operate over
trackage rights to Carrothers, Ohio and then
over a Conrail line to Toledo.

The line was

formerly owned by the Pennsylvania Railroad
and provided competitive services from Toledo
to markets both in the West and in the East
over the main line being acquired by
Guilford.
Guilford will acquire the NS line between
Kokomo, on the Delphos-St. Louis main line,
and Indianapolis.

This will permit Guilford

to serve Indianapolis and Marion County.
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Yard facilities will be acquired only where they are essen
tial to promote efficient service across the new system.

In

Buffalo, Guilford will purchase Bison Yard, which has sufficient
capacity to serve all of the needs Guilford will have in the
Buffalo/Niagara Falls area.

Guilford will obtain the use of a

portion of the Conrail yard at Croxton, New Jersey, which is near
New York City, for the handling of containers, trailers and
intermodal bulk cargo.

The facility will permit the efficient

handling of highly competitive traffic in the New York-Northern
New Jersey area.
In Cleveland, Guilford will acquire the 55th Street Yard and
access to Campbell Road Yard.

These facilities will permit

efficient handling of traffic in the Cleveland area and will
serve as a light servicing area for equipment.

In Toledo,

Guilford will acquire E Yard and will have trackage rights to
interchange with Grand Trunk at its Lang Yard.

In addition,

Guilford will have access to the Toledo Terminal and the Belt
Railway, thereby providing competitive access to shippers in the
Toledo market.
Guilford will have yard facilities at Crestline and Ft.
Wayne.

There is sufficient capacity in the NS yard at

Indianapolis, which will be purchased by Guilford, to serve all
of the reciprocal switching traffic to and from Marion County.
Guilford will acquire Colehour Yard in Chicago, with connections
to all railroads serving the Chicago market, and Madison Yard in
East St. Louis, with access to all carriers in St. Louis.
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These facilities, together with traffic arrangements with
terminal railroads in Chicago, East St. Louis and Toledo, will
give Guilford access to connections with major rail carriers
which will logically favor Guilford as a "friendly" connection.
These yards and traffic arrangements will also permit Guilford to
provide competitive service in the DOJ "problem" markets.
The Guilford System presently has a fleet of approximately
10,000 cars and 350 locomotives.

The traffic study and operating

plan indicate that approximately 1,400 additional cars and 63
additional locomotives will be required in order to serve new
traffic on the lines to be acquired, and provision has been made
in the agreement with NS for acquisition of that equipment.
Track maintenance equipment, vehicles and materials and supplies
will, of course, be required and have been provided for in the
financing plan described in Section III.E. below.
2.

Markets to Be Served.
The traffic to be handled and the markets to be

served by the expanded Guilford System may be divided into three
general categories:
(a)

Traffic on the Lines Acquired.

parallel routes which it has used for through service, NS has
operated many of these lines to be acquired for local service
only.

This has caused the traffic originating or terminating on

these lines to be greatly reduced from prior levels.

Neverthe

less, approximately $38.0 million in annual revenues originating
or terminating on the Western Extension should be realized by
Guilford immediately upon acquisition.
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This traffic includes all

Since it

types of commodities originating or terminating in the various
counties and cities in the Midwest Corridor.
It should be emphasized that Guilford has made no attempt to
include in its projected traffic base the growth which it none
theless believes can be gained by taking a strategically differ
ent view of these acquired lines.

Although some of these lines

and the customers located on them have been "orphaned" by their
secondary status on the NS or Conrail systems, they will be at
the heart of the Guilford System and can expect closer attention.
Guilford will actively seek to increase business originating and
terminating on these lines.
(b)

Diversions.

By virtue of its existing busi

ness base in the Northeast, Guilford estimates that it will
realize approximately $39.8 million per year in extended haul
revenues for shipments which do not presently move across the
Western Extension.

This extended haul business will provide

approximately $28.8 million to the Western Extension and will
also supply approximately $11.0 million in incremental revenue to
the existing Guilford System.
(c)

New Business Potential.

The Guilford market

ing staff has reviewed the potential for new business which pres
ently moves on neither the Western Extension nor the present
Guilford System and has determined that in the pro forma year
approximately $79.6 million in revenue from such new business
will flow across the extended Guilford System.

These new busi

ness elements include a significant penetration of the New YorkChicago piggyback market.

Guilford service will be competitive
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with the Conrail service, because transit times and costs will be
comparable.

Although Guilford believes that it will have oppor

tunities to broaden its access to western carriers, it has been
conservatively assumed that such carriers would be neutral.
Guilford is of the view that great potential exists to enhance
the volume of overhead traffic interchanged with western car
riers, thereby providing additional revenue not presently incor
porated in the financial projections.
Guilford also believes that even certain rail carriers which
have taken positions in opposition to this proposed transaction
will find it to be in their long-term interest to favor the
Guilford System as a connection.

For example, Grand Trunk will

find Guilford to be an attractive competitive link between
Michigan and St. Louis.

Guilford remains prepared to work out

arrangements to provide competitive service along this route for
Grand Trunk.

B.

Traffic Study.
1.

Methodology.
In order to estimate the traffic, both in terms of

carloads and revenues, that will be carried on the Western Exten
sion and on the existing Guilford System as a consequence of
adding the Western Extension, a detailed traffic analysis was
conducted.

The following categories of potential traffic were

examined:
*

Diversions - Traffic presently carried by the
Guilford System that might be diverted
19

through new western gateways on the Western
Extension, resulting in a longer haul for
Guilford, was analyzed.

As part of this

analysis, unfavorable diversions caused by
the impact of the NS/Conrail affiliation were
also examined.

These unfavorable diversions

would result in a shorter haul for Guilford
or, in some cases, loss of traffic alto
gether.
Reroutes - It is expected that traffic pres
ently interchanged between D&H and NS at
Potomac Yard would be rerouted to the com
bined NS/Conrail system at Harrisburg,
Pennsylvania with appropriate revenue adjust
ments .
Traffic on Acquired Lines - Traffic originat
ing or terminating at stations on the NS and
Conrail lines to be acquired would be handled
by Guilford in whole or in part, depending on
whether the station would be exclusively
served by Guilford or would also be served by
NS/Conrail.

As part of this analysis, traf

fic on the acquired lines at points to be
served by NS/Conrail under a car-haulage
agreement with Guilford was also examined.
Pittsburgh and Lake Erie Connection Pittsburgh and Lake Erie ("P&LE") will
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acquire certain NS lines in Pennsylvania and
Ohio, and it is assumed that P&LE will be a
friendly connection for Guilford.

It was

assumed that traffic would be interchanged
between P&LE and Guilford at Wellington,
Cleveland or Ashtabula, Ohio.
*

New Intermodal Business - The new routes to
Chicago and St. Louis will put Guilford in a
position to compete in the intermodal markets
now dominated by Conrail between Boston/New
England and the New York area in the East and
the Chicago and St. Louis gateways in the
West.

*

New General Freight Business - The new routes
to the Chicago and St. Louis gateways will
make it possible for Guilford to compete on
certain traffic (grain, paper, autos and
chemicals) currently moving between New
England and the West or Midwest via truck or
other railroads and not presently handled by
Guilford.

A number of different traffic data bases were used in the
traffic study.

These data bases were selected for use based on

their availability, ease of access and suitability for the pur
poses required.
*

These data bases included the following:

Existing Guilford traffic - full year 1983.
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*

Traffic on acquired NS lines - full year 1983
(supplied by Norfolk Southern).

*

Traffic on acquired Conrail lines - two or
three percent sample for the period from
November, 1982 to October, 1983 (made avail
able by Conrail), supplemented by full year
1980 data (adjusted) in certain areas.

The

reasonableness of this data was confirmed by
observations of shipper facilities along the
lines involved.
*

New business - estimates developed by the
Guilford marketing staff.

The traffic diversion study was conducted in three steps.
The first, and most important, step was the creation of a rele
vant data base.

The diversion data base was produced by merging

full year 1983 traffic data supplied by each of the three
Guilford railroads.

The data in all files were corrected to the

extent possible, and all junction, station and railroad names
were standardized.

The carload records in each file were then

separated into three categories —

traffic local to each carrier,

interline traffic wholly within the Guilford System and traffic
interchanged with other carriers.

The records of traffic inter

changed both within the Guilford System and with other carriers
were then consolidated to provide a single record of each flow
with duplication eliminated.

The resulting records contained

origin, destination, routing, commodity, tonnage and, where
available, revenue data.
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A diversion file subset —
to diversion —

i.e ., traffic potentially subject

was extracted from the merged data base, contain

ing all traffic interchanged with connecting railroads.

The

diversion file was sorted and condensed into records of flows
from origin railroad and state to destination carrier and state
moving via a particular junction.
The second step in the study was to determine the percentage
of each flow which would likely be diverted from its current
routing.

The percentages shown in Exhibit 2 were determined by

taking into consideration the followings
*

Available routes and circuity

*

Number of railroads in each route

*

Longhaul routes

*

"Presence" of carriers in markets.

In general, the origin carrier has more control over traffic
than the destination carrier.
diversion percentages.

This concept is reflected in the

Similarly, the most direct route will

usually have a lower cost and provide faster service than more
circuitous routes.

This allows the direct route carrier to

attract a larger market share, all else being equal.

Having a

single-line route generally allows a carrier to capture a larger
market share than multiple carrier routes.

The single line car

rier serves both shipper and receiver and does not have the cost
or delay associated with interchanges.

This advantage is

reflected in the division percentages for westbound Guilford
traffic and for northbound NS traffic.

The percentages also

assume that each carrier will strive for its longest haul and
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that the origin carrier will be more successful than the destina
tion or intermediate carrier.

It was assumed, for example, that

intermediate carriers, such as the Canadian roads, will have
little success marketing against the single-line routes.
"Presence" of a carrier in a market refers to market power
derived from several factors:
*

If a carrier has major facilities in a par
ticular area or a major, high volume line,
that carrier will be more secure in its mar
ket share.

*

If connecting carriers have a motive to use
one route over another, such as revenue divi
sion differences, coordinated schedules or
corporate relationships, the diversion poten
tial will be affected.

The largest diversion potentials affect traffic now inter
changed between Delaware and Hudson and NS at Potomac Yard,
between D&H and CSX at Potomac Yard and Buffalo, between both NS
and Conrail, on the one hand, and D&H, on the other, at Buffalo,
and between Guilford and Conrail in the Albany area.

Another

significant potential diversion involves traffic currently moving
over Canadian routes between New England and points in the U.S.
Midwest.

With lines to Chicago and St. Louis from New England

and with access to points in between, Guilford can offer singleline service to destination or to western connections on much of
this traffic.

Once the diversion percentages were developed,
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they were applied to the diversion file to determine, by carload,
favorable and adverse traffic diversions.
The third step in the study was the estimation of incremen
tal revenue for the diverted traffic.

Revenue for traffic

diverted from interchanges at Buffalo, in the Albany area,
Potomac Yard and similar junctions where Guilford extended its
haul over routes served by NS, Conrail or CSX was based on esti
mated revenue for the same or similar moves over the affected
routes.

For instance, traffic currently originating on B&M in

New Hampshire interchanged with NS at Buffalo and destined for
the Burlington Northern in Minnesota would be rerouted
Guilford/Chicago/Burlington Northern.

For such a diversion, it

was assumed that Guilford would receive the revenue now going to
NS.

Lacking full NS revenue data, available data on similar

moves were used to estimate the percentage of gross revenue which
would accrue to Guilford on the Buffalo to Chicago portion of the
move.

This percentage was then applied to the gross freight

revenue in the diversion data file.

For traffic diverted from

Canadian to Guilford routes, total eastern road divisions were
estimated by the Guilford staff for representative traffic
samples.

These divisions were applied to gross freight revenue

information in the data base, and current Guilford revenue was
deducted to yield incremental revenue.
For traffic diverted from Guilford routes to NS/Conrail
routes, the same method as the one described above was applied.
Once the carload and revenue diversions were calculated, the
results were applied to the total traffic data base.
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To determine the traffic potential at stations on the
Western Extension lines to be acquired by Guilford,
origin/destination traffic flow records for traffic originating
or terminating at NS or Conrail stations on the acquired lines
were examined.

As a first step, data involving non-relevant

stations (stations not involved in the transaction) were excluded
from the data base, and traffic flows were grouped according to
whether Guilford would have the exclusive right to handle traffic
at a station, would have reciprocal rights (stations to be com
monly served by Guilford and NS/Conrail) or would be served by
Guilford both for its own account and for the account of
NS/Conrail under a haulage agreement.
All traffic originating or terminating at exclusive stations
was assumed to be handled by Guilford and was routed to destina
tion or to connecting carriers at appropriate junctions.

For

traffic originating or terminating at reciprocally served sta
tions, a geographic subsort of origin/destination flows was per
formed to determine those flows for which Guilford would be able
to compete.

It was assumed that the market penetration by

Guilford would be 40 percent of those flows for which it could
compete.

At those stations where a car haulage agreement will be

in effect, the NS/Conrail share of traffic (the remaining 60
percent) was added to the Guilford data base, but was routed to
NS/Conrail via the nearest junction.
In addition, estimates were made of traffic that might be
routed via Guilford to and from stations on P&LE, and the
Guilford marketing department made projections of new intermodal
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and general freight business which is expected to be handled by
the expanded system.

This information was added to the data

base.
The various parts of the traffic data base were combined and
used to prepare a traffic data input file for use in the simula
tion process described below.

This data file contained detail

for each flow of origin, destination, originating and terminating
carrier, connecting railroads, junctions, commodity, car volume
and tonnage.

In addition, a separate data file was prepared

containing details of revenues and revenue divisions.
2.

Results of Traffic Study.
The summarized results of the traffic study are

shown in Exhibit 3.

The total amount of incremental revenue to

the Guilford System, as expanded by the addition of the Western
Extension, will be approximately $150 million in the pro forma
year.

Approximately $115 million of this revenue is attributable

to the Western Extension, and the balance represents incremental
revenue on the existing system.
Exhibit 4 summarizes the anticipated diversions to the
Guilford System, and Exhibit 5 shows the diversions of traffic
away from Guilford.

The largest impacts were at Buffalo and in

the Albany area for traffic to Chicago and St. Louis.

Albany

shows large diversions both favorable and adverse to the Guilford
System.

The total favorable diversions are estimated to be

approximately $39.8 million annually, and the total unfavorable
diversions will be approximately $10.8 million each year.
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A significant portion of the anticipated new business con
sists of intermodal traffic.

Guilford believes that the esti

mates for this traffic are realistic and achievable.

As demon

strated in the operating plan, Guilford will be service and price
competitive with NS/Conrail in the New York-Chicago market.
Guilford will be at a slight time disadvantage in the BostonChicago market, but will still provide second morning delivery
and will thus be fully competitive.

Guilford intermodal services

to and from St. Louis will be a day slower than Conrail, but will
be priced so as to provide Guilford with a share of the market
for less time sensitive traffic.

It should be noted that Conrail

TOFC services are in some cases dependant on connections as short
as 10 minutes, while the Guilford services are based on more
realistic connecting times and thus should prove more dependable
on a day-to-day basis.

C.

Marketing Plan.
The traffic study described in the prior Section dis

cusses the additional traffic which will be handled on the exist
ing Guilford System and the new traffic which is anticipated on
the Western Extension.

This Section will describe the marketing

plan which will be implemented in order to attract and retain
such traffic.
A description of the marketing plan must be predicated upon
a prior understanding of the existing marketing efforts of the
Guilford System.

Over the last several years, Guilford has inte

grated three independent railroads into one system.
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Part of this

integration consisted of the development and implementation of a
consistent and unified marketing approach for the three rail
roads.

The result has been the achievement of a Guilford System

marketing philosophy.
The combination of Maine Central, B&M and D&H has produced a
number of marketing and service improvements.

For example, it is

now possible to operate dependable and efficient run-through
trains from Maine to Buffalo and from Maine to Washington, D.C.
Run-through trains and single-line service have enabled the
Guilford System to provide better service.

Time involved in

switching and reclassifying cars has been reduced, and inter
change delays have been eliminated.
decreased.

Transit times have

In addition, single-line service has given Guilford

additional flexibility in setting rates to attract traffic and
meet competition.
The combination of the three Guilford system railroads has
resulted in other marketing benefits as well.

For example,

equipment of the three railroads is, in effect, pooled so that
there is now an increased ability to meet the needs and demands
of customers.

In addition, customer service functions and

customer relations have been centralized and improved.

With a

single call to Guilford headquarters in North Billerica, a cus
tomer can obtain complete information concerning rates, services,
the location of a particular car and a variety of other matters.
It is no longer necessary for a customer to call each of the
individual railroads for this information.
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In marketing its services for its present system, Guilford
has concentrated on the two basics —

rates and service — ■ while

recognizing and emphasizing the desirability of thoroughly under
standing its customers and their transportation needs.

This

understanding permits' Guilford to fashion particular service and
rate packages that are responsive to those needs.
The record over the last several years demonstrates the
success of the Guilford marketing program.

In 1984, notwith

standing the extensive rehabilitation work being done on D&H, the
three Guilford railroads handled in excess of 21,000 additional
carloads as compared to 1983.

The majority of these additional

carloads were achieved at the direct expense of the principal
competitors of Guilford —

Conrail and the Canadian railroads.

The marketing effort in relation to the new business pro
jected by the traffic study is, in large part, an extension of
the present marketing strategy.

The addition of the Western

Extension is analogous to the addition of B&M or D&H to the
Guilford System.

The length of the haul will be extended on

certain traffic, and new markets will be added.

The task, which

Guilford has already successfully addressed with B&M and D&H,
will be to integrate the marketing efforts in order to attract
and maintain such new business.
Guilford anticipates employing essentially the same market
ing strategy for the Western Extension.

Reduced to its essence,

Guilford will meet the individual needs of each customer by
tailoring rates and services.

As in the case of the existing

Guilford System, and as described more fully below, these rates
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and services will be comparable and competitive in all respects
with those of NS/Conrail.
Guilford has already started to contact potential customers
on the Western Extension.

Prior to the start-up of operations on

those lines, Guilford intends to meet with as many of those cus
tomers as possible in order to review in detail their present
shipping patterns and to make a determination as to the particu
lar approach needed in order to induce the customer to route its
traffic via the Guilford System.
In addition, Guilford intends to employ other strategies to
attract business.

For example, it is anticipated that the

Western Extension will present additional possibilities of using
"back haul" incentives to reduce the number of empty car move
ments.

Such incentives might involve reduced rates to encourage

customers to load cars which would otherwise be returned empty to
the Guilford System.
Guilford will also promote a "total transportation" service
concept, utilizing its newly-formed motor carrier subsidiary,
Guilford Motor Express, Inc. ("GMX").

GMX is an authorized com

mon and contract carrier which has 48-state authority.

In addi

tion to engaging in normal motor carrier business, GMX will also
work with the Guilford System railroads in order to provide the
trucking portions of intermodal service.

Thus, Guilford will be

better able to provide door-to-door service.
In addition, GMX will assume responsibility for various
activities and maintenance at the intermodal facilities.

This

will enable Guilford to exercise greater control over its inter
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modal costs, thereby making Guilford more competitive in these
markets.
In the context of this general approach to marketing,
Guilford will exercise particular efforts in connection with the
major segments of additional business identified in the traffic
study:
(1)

Western Extension Lines.
Guilford is developing a list of all customers

located oh the lines of the Western Extension.

Such a list will

include the name of the customer, its location, the commodities
it ships or receives, the markets involved and the annual vol
umes, if that information is available.

Guilford intends to talk

directly with as many of these customers as possible in order to
understand the shipping needs of each of them. In this manner,
Guilford will be in a position to fashion service packages to
meet those needs.
It is important to note that, for the most part, the lines
included in the Western Extension have been ignored in terms of
business development by NS and Conrail.

These lines have been

treated as secondary lines, and other NS or Conrail lines have
been used for through traffic.

Guilford believes that there may

be business opportunities with customers on these lines which are
not presently being tapped by NS or Conrail.
Guilford intends to add additional marketing and sales per
sonnel to provide timely service to customers on the lines
included in the Western Extension.

The precise location of addi

tional sales personnel will be determined in light of the cus
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tomer lists and information referred to above.

Additional mar

keting personnel will be located at North Billerica and assigned
to analyze the needs and coordinate the services for customers on
the new lines.
As described in more detail in the operating plan, the
service provided by Guilford in such "problem markets" as Toledo,
Indianapolis, Cleveland and Fort Wayne will be competitive with
that presently provided by NS or Conrail in terms of frequency,
transit times and rates.

Guilford will have access to shippers

in these locations by virtue of reciprocal switching or other
terminal arrangements.

Guilford, therefore, has the ability to

implement its marketing plan and to become a strong competitor in
these markets.
(2 )

Intermodal.
Guilford intends to compete head-on with Conrail

in the intermodal markets between New England/Boston and
Chicago/St. Louis and between New York and Chicago/St. Louis.
The operating plan for the Guilford System projects a transit
time of just under 30 hours for the Guilford TOFC/COFC train
between Croxton Yard in the New York area and Chicago.

These

times are within minutes of the Conrail trains between New York
and Chicago.

For service between Boston and Chicago, the operat

ing plan calls for the Guilford trains to take approximately 40
hours.

The comparable Conrail trains are only approximately five

hours faster, and both railroads will provide second morning
delivery.

With respect to frequency of service, Guilford expects

to run one train per day each way in each corridor.
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Conrail has

two trains on certain days but only one train on other days.
Thus, the Guilford service will be virtually equal in terms of
transit times and frequency to that presently provided by
Conrail.
Guilford intends to offer rates on TOFC/COFC service which
are competitive with the Conrail rates.

The Guilford intermodal

facilities will be sufficient and adequate to permit Guilford to
compete with Conrail.

Thus, for the first time since its forma

tion in 1976 Conrail will have a competitor in the intermodal
market between New York and Chicago; it will have a much stronger
competitor in the Boston-Chicago market.

In light of the service

and rates which will be offered by Guilford, it is anticipated
that Guilford will be able to capture a significant share of
these markets.
(3)

Extended Hauls.
A portion of the "new" business anticipated by

Guilford actually consists of extended hauls to Chicago and St.
Louis on traffic originated in Maine.

The Western Extension will

give Guilford the benefit of single-system service and rate
making to those gateways, and experience has shown that this is
important in attracting long haul business.

In addition, the

transit times for Guilford trains between Maine and the Midwest
will be considerably improved over the present times.

Guilford

is confident, therefore, based on these factors and its strong
relationship with its Maine paper producers, that it will be
successful in attracting and serving this business.
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In addition to traffic which is presently quantifiable and
which was, accordingly, included in the traffic study, Guilford
will endeavor to attract other business.

One potential source of

such business is through the development of relationships and
coordination of service with the western carriers which connect
with Guilford in St. Louis or Chicago.

Guilford has already

undertaken preliminary discussions with many of these carriers,
and it is reasonable to expect that additional business will be
routed via Guilford.

D.

Operating Plan.
Through computer modeling, Guilford has simulated the

operations on the Western Extension in combination with the
existing Guilford System.

The detailed statistical output from

this model has provided a wealth of information about the opera
tions and has permitted the design of an efficient operating
plan; however, a complete presentation of that output cannot be
made within the confines of this document.

Exhibit 6 is an

aggregated summary of the more important "before and after" data
concerning Guilford with and without the Western Extension.

That

data serves as a reference point, and the balance of this discus
sion will address the implications of that data.
1.

Train Operations.
Exhibit 7 presents details of the proposed main

line train schedules on the Western Extension and new operations,
as a result of the Western Extension, on the existing Guilford
System.

The following services will be provided:
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*

A daily Croxton (New York area)-Chicago
piggyback train in each direction

*

A daily Boston-Chicago piggyback train in
each direction, with connections to/from
Maine

*

A daily Portland-St. Louis manifest train, in
each direction, also carrying connecting
piggyback traffic to/from New York and Boston

*

A daily E. Deerfield/Mechanicville-Chicago
manifest train in each direction

*

6 days a week service between Toledo and
Crestline with connections east and west

*

6 days a week service between Indianapolis
and Kokomo with connections east and west

*

Local service on all lines of the Western
Extension designed to meet the needs of
shippers at the various stations and, in
general, at the same or higher levels than is
now provided.

Guilford manifest train services to and from the Midwest
will in some cases provide faster transit times and in some cases
slower transit times than Conrail, but in general the service
will be comparable.

Frequency in all corridors will be daily

with the exception of the lines to Toledo and Indianapolis, where
service will be provided six days per week. The schematic dia/
gram in Exhibit 7 shows all of the trains in the expanded
Guilford System, and Exhibit 8 provides a comparison of Guilford
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and Conrail trains.

Exhibit 9 is a train and tonnage density map

of the Guilford System.
2.

Condition of Lines.
With the exception of the St. Louis-Delphos track

segment, the lines of the Western Extension are presently in a
condition which corresponds to the track condition requirements
of the operating plan through the pro forma year.

Guilford has

made arrangements with NS for a three year trackage rights detour
from Ft. Wayne to Bluffton which will permit immediate use of the
route to St. Louis at track speeds and densities conforming to
the operating plan.

The current Guilford capital program antici

pates an expenditure of approximately $58 million on the Western
Extension lines in the five years following their acquisition.
Because the Delphos-Bluffton portion of the St. Louis line
has been used by NS only to provide local service in recent
years, it will require additional expenditures to bring it up to
through service standards.

The capital plan provides for the

expenditure of more than $35 million on this 370 mile segment of
track in the first five years following acquisition by Guilford.
The work program will focus first on the segment between Coffeen,
Illinois and Bluffton, Indiana.

Later work will bring the bal

ance of the line, including the segment from Bluffton to Delphos,
to the Class 3 standard called for by the operating plan.

The

operating plan has been based on conservative traffic density
assumptions on the St. Louis segment; should traffic conditions
warrant, Guilford would anticipate upgrading the line to a Class
4 standard, and the additional $20 million necessary for that
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work would be readily financed based on the associated increm
ental traffic volumes.
It will be necessary to construct connections between lines
being acquired at Delphos and Crestline.

Guilford estimates that

expenditures in the range of approximately $5.0 million will be
necessary in order to construct these connections and to make
certain yard improvements and to pay for certain other start-up
capital projects.

Guilford will require certain intermodal

facilities at Colehour Yard in Chicago, Madison Yard in East St.
Louis and Croxton Yard in New Jersey.

Guilford will determine

whether to construct such facilities itself or to make arrange
ments .with a contractor to construct the facilities as part of
the provision of lift services.

In either case, the intermodal

costs in the projected financing plan include an amount, as part
of operating costs, to amortize the investment in these
facilities.
3.

Equipment.
Guilford has approximately 10,000 cars and 350

locomotives.

Based upon, the estimates of the types and volume of

additional traffic which will be handled as a result of adding
the Western Extension, it is anticipated that Guilford will need
63 additional locomotives and 1,400 cars.

Guilford will acquire

the cars, consisting of covered hoppers, gondolas and hoppers,
from NS.

Guilford has the right to acquire up to 70 locomotives

from NS.
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4.

Development of the Operating Plan Using
Railway Network Simulation Model.
The Booz, Allen Railway Network Simulation Model

played a primary role in developing the operating plan for the
Western Extension.

This model was used to simulate in detail the

operation of the three Guilford railroads during a base period
(1983) to provide a "base case".

The operation was then simu

lated with the Western Extension as a part of the system and with
projections of new and diverted traffic added to the traffic
base.

The differences in train and yard operations and the

resultant operating statistics were compiled and used to prepare
cost change estimates for use in the financial analysis.

By

developing detailed train and yard operating requirements and
measuring resultant operating statistics against a calibrated
base case representing the existing operation, the system costs
directly associated with the changes in operations were measured.
Each of the three base simulations, as portrayed by the model
output, was compared with the actual operating results of the
pertinent railroad for the base period, and necessary adjustments
were made to assure that the simulation model was accurately
reflecting those actual results.
The Booz, Allen Railway Network Simulation Model is a tool
that was developed to design railroad operating plans, to iden
tify opportunities for improving operations and to test and
measure the effects of change in various operating strategies.
The model itself makes no decisions; rather, it measures the
effect of proposed changes in the operation made by the experi
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enced people using it.

The model displays the systemwide effects

of such changes, and the model output provides statistics on
activity units generated for train and yard operation in the
simulated operating plan.

These and other activity units provide

the basis for determining the costs directly associated with the
simulated operation.
A simulation network consisting of nodes and links was con
structed to represent the Guilford System.

The nodes in the

model were used to represent one of several types of traffic
origins, destinations or switching points, such as terminal
areas, individual stations, classification yards, TOFC ramps,
interchanges and branch line segments.

The definition of each

node is dependent upon the level of detail required to represent
traffic volumes and blocking requirements in a given area.
The lines of railroad connecting nodes are called links.
Each link is represented in the computer by several identifying
characteristics which include endpoint nodes, mileage between
nodes and regular and expedited train running times between
nodes.
The Railway Network Simulation Model allowed simulation of
the Guilford System in considerable detail.

The three Guilford

railroads (D&H, B&M and MEC) and the Western Extension are repre
sented in the model by 224 nodes which serve as gathering points
for traffic from all stations on the four railroads.
are connected by 254 links.

The nodes

Ninety-four individual through and

unit train symbols, 20 helper locomotive movements, 130 local
train symbols and 54 terminal movements are specifically sched
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uled in the model, and 692 individual block movements of freight
are represented.

The information produced by the simulation

includes yard operation statistics, details of train operations
and planned consists/ general running time patterns, line density
statistics, train, car and locomotive miles and train, car and
locomotive hours.
In formulating new blocking and train movement patterns for
the system including the Western Extension, the computer made no
decisions, but relied solely on expert judgments provided by
analysts from BAH and the Guilford railroads.

For instance, the

network model was used to assist the analysts in formulating the
blocking plan for the Western Extension.^ The model maintains a
detailed record of all traffic flows between nodes and the inter
mediate classification points for those flows.

Changes in block

ing strategy were made by the analysts based on change in the
number of cars available to make up the various blocks.

In

developing and projecting blocking patterns and train schedules,
consideration was given for such factors as marketplace service
requirements, time sensitivity of the shipments, feasibility of
consistently meeting published schedules and capacity constraints
of the lines and terminals utilized.
The Railway Network Simulation Model records and accumulates
activity units, train operation data and summary statistics for
each link and node.

These operations data and operating statis

tics were used as a basis for costing the incremental operations
directly impacted by the simulations.
process are explained below.

The details of the costing

The majority of the costing analysis is based on detailed
results and statistics developed in the railway network simula
tion process and is thus directly sensitive to the assumptions
and conditions contained in the model operating plan.

Transpor

tation non-operating and general and administrative staffing
requirements and costs were then developed by the Guilford staff
to provide the needed levels of support to the expanded system.
Loss and damage costs were estimated based on the percentage
relationship to revenue in 1983.

The analysis utilized unit

costs developed from costing data and results reported by the
Guilford railroads or Conrail for 1983, except for fuel which is
explained below.
As described in more detail below, specific costing method
ologies were developed for the following major cost components:
*

Operating (crew) costs, on a crew district
and train mile or a basic day's pay basis,
including direct overheads, materials and
supplies and, as applicable, an associated
productivity fund cost for three-man opera
tion

*

Fuel costs for both over-the-road
(gallons/gross ton mile) and yard operations
(gallons/switch engine hour)

*

Per diem equipment rental expenses, initially
on the assumption of a wholly-rented fleet
and alternatively on the assumption of a
partially-owned fleet
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*

Freight car maintenance costs for the
partially-owned fleet and for increased
equipment use associated with new traffic

*

Locomotive maintenance for the additional
locomotive requirements necessary for the
proposed operation

*

Track maintenance costs, including a nor
malized capital component

*

Trackage rights charges, terminal charges,
piggyback ramp and lift charges, costed on a
usage basis using unit costs that either
represent standard industry practice,
specific agreements or estimates of likely
charges.

In each case, incremental changes from the base period
operations were costed.

That is, for the existing Guilford

System, only new operations and changes from the base period were
taken into account.

These costs have been incorporated into an

incremental pro forma income statement which also includes
estimates of other income, depreciation, transportation non
operating costs and general and administrative expenses as esti
mated by Guilford personnel.

The Booz, Allen model did not esti

mate financing costs or extraordinary costs, both of which were
supplied by the Guilford staff in connection with the financial
projections.
A detailed explanation of the development of the various
categories of cost follows:
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Train Crew Operating Costs.

Train crew operating costs are

based upon train and yard assignments and train mile statistics
produced in the Railway Network Simulation Model for new or
changed train operations.

Each new or identified change in train

operation was costed utilizing 1983 average pay rates based on
the national agreement, taking into account base mileage pay,
mileage over base, minimum or guarantee mileage and crew size.
System train mile changes in existing operations not identified
to a specific train symbol were costed at the reported average
cost per train mile (including overheads) for the system
affected.

Incremental yard crew costs are based upon new crew

assignments and include overtime costs based upon the percentage
of reported overtime incurred during the base period.
Direct labor costs for new operations were increased for
constructive allowances, vacation pay and holiday pay in propor
tion to the levels reported in 1983.

An additional amount has

been added to cover other fringe benefits.

For both new and

changed operations, the fringe benefit factor was developed from
1983 reported data.
Three-man crews were assumed for most operations on the
Western Extension.

A productivity fund agreement, similar to the

existing Conrail agreement, was postulated, and a labor

produc

tivity cost was computed and added to total direct operating
costs.

Guilford System experience was used for material and

supplies cost and were applied as a percentage of direct labor.
Fuel Costs.

Statistics for the Guilford System for 1983

were used to derive a fuel consumption rate per gross ton mile
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for road service operations and a rate per switch engine hour for
yard operations.

Gross ton miles and switch unit hours were

derived from the Railway Network Simulation Model and were used
to calculate total gallons of fuel consumption on the three
Guilford railroads.
The reported fuel consumption rates for other railroads were
considerably lower than the Guilford System average (.0022
gal./lOOO gtm) during this period.

An assumption was made that

lower fuel usage would be obtained on the Western Extension due
to the generally easier topography compared to the present
Guilford System and to the newer locomotive fleet that will be
employed.

For this reason, the consumption rate was conserva

tively reduced to 0.0020 gal./lOOOgtm for trains on the Western
Extension.

By way of comparison, the average fuel consumption

for Conrail was .0015 gal./gtm in 1983.

For the new TOFC/COFC

trains between New York/Boston and Chicago, it was assumed that
newer fuel-efficient locomotives would be utilized and that idle
time would be minimized, and for this reason lower fuel consump
tion rates (.0017 gal./lOOO gtm in the east and .0015 gal./lOOO
gtm in the west) were applied to these trains.
All unit costs are stated as 1983 averages, except the fuel
unit cost, which was changed by the Guilford staff to reflect
current purchasing experience.

Instead of using the 1983 average

fuel cost ($0.91/gallon), a lower unit cost was used
($0.84/gallon) to reflect fuel price declines since 1983.

A cost

of $0.84 was used, based on Guilford projections for the 1986
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period.

The current average price is approximately $0.80 per

gallon.
Per Diem and Equipment Rental Costs.

Equipment rental costs

were computed on alternative fleet ownership assumptions.

First,

it was assumed that no new equipment would be owned, and a per
diem cost was calculated for all increased car fleet require
ments.

Alternatively, it was assumed that some equipment would

be purchased, and per diem costs were reduced to reflect the
benefit of owned equipment.

Equipment rental expenses were

developed from car mile and car hour statistics produced by the
Railway Network Simulation Model, segregated into ten different
car types.

Differences in car miles and car days for both loaded

and empty equipment were used to derive incremental equipment
rental costs.

Unit rental costs were derived from actual rental

expenses for Guilford in 1983 by car type.
Track Maintenance Costs.

Incremental normalized track main

tenance costs for tracks with different speed and tonnage classes
were developed.

Results from the Railway Network Simulation

Model were used to provide segment tonnage figures for both the
base period and for the system after acquisition of the Western
Extension.

These tonnage figures are shown in Exhibit 7.

The

simulation also provided differences in the speed of operation on
a segment-by-segment basis.

Normalized unit costs that reflect

speed and tonnage class on each segment were used to develop
track maintenance cost.

These costs were divided between basic

(or expensed) maintenance and capitalized work.
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Estimates for bridges, structures, signal and communications
maintenance were made by Guilford engineering personnel.
Estimated damage to track and structures was computed as a func
tion of exposure based upon incremental train miles based on the
experience of Guilford in 1983.
Equipment Maintenance Costs.

Freight car and locomotive

maintenance costs were derived from unit cost relationships
developed from 1983 reported data and projections of increased
freight car and locomotive fleet activity developed from the
Railway Network Simulation Model.

Freight car expenses are based

upon fleet ownership, freight car miles and freight car hours.
Locomotive expenses are based upon fleet ownership, locomotive
unit miles and unit hours.
In addition to direct equipment related expenses, allowances
for fringe benefits and administrative costs were included.

Dam

age to equipment was based upon the projected increased exposure
as measured by locomotive unit miles and car miles, using the
Guilford 1983 experience.
Costs for inspecting and servicing equipment were based upon
point-by-point assessments of manpower needed for the functions
to be performed at each location.

Such estimates were made by

Guilford personnel.
Other Costs.

Costs for trackage rights, terminal charges

and piggyback lift charges were developed using either existing
contract rates or estimates of such costs prepared by the
Guilford staff.

These rates were then applied against specific

usage measures derived from the Railway Network Simulation Model.

E.

Financial Data.
1.

Guilford Historical Results.
The Guilford System, or the "Rail Division", is

managed by a senior management team, based in North Billerica,
which coordinates the operations of the three railroads, Maine
Central, B&M and D&H.

Although the three legal entities remain

for a variety of legal, tax and other essentially technical rea
sons, they can and should be thought of as one entity, which will
be the acquiring entity for the Western Extension.
As noted earlier, the Rail Division has been profitable
throughout its history.

It had an audited net worth at December

31, 1984, of $66.6 million, as indicated in the financial state
ments for the year ended December 31, 1984 (certified by Price
Waterhouse & Co.), which are included as Exhibit 10.
The recent financial results represent a remarkable turn
around for D&H and B&M.

It is a consequence of their complete

financial reorganization in connection with their acquisition by
Guilford, on the one hand, and of their integration into a new
transportation system which has supplied new traffic and made
available new efficiencies, on the other.

The 1984 combined net

earnings of $5.2 million were achieved despite extraordinary
costs associated with major rebuilding of the track structure of
D&H.

Largely as a result of this reconstruction, D&H lost almost

$7 million in 1984, but that result was a considerable improve
ment over prior years.
The effort to rehabilitate D&H will be completed by 1986,
and the Guilford System will then be able to reach its maturity
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in terms of operating efficiencies.

The five year operating plan

("Five Year Plan"), which is discussed below, reflects this
stag ing.
2.

Guilford Projected Results.
Attached as Exhibits 11, 12, and 13 are Balance

Sheets, Income Statements and Statements of Changes in Financial
Position for the Rail Division for the six years 1984-1989.
These represent the Rail Division actual results for 1984 and its
internally prepared Five Year Plan of projected results if the
Western Extension had not been added.

All results are expressed

in 1985 dollars.
The Five Year Plan assumes a mild recessionary impact in
1986 and a modest, gradual improvement in traffic thereafter.
The Five Year Plan has been prepared on a conservative basis.
Traffic projections have been cautious so that projected carloadings in 1989 are actually lower than the 1984 historical experi
ence.

Notwithstanding this decrease in revenue over the five

year period, the Rail Division is projected to experience a five
point improvement in its operating ratio, reflective of the
completion of major capital work currently underway at D&H and
full realization of operating efficiencies inherent in the com
bination of the three railroads.

For example, during this period

there will be a 20 percent reduction in general and administra
tive expense as purchasing, data processing, finance and market
ing staffs are completely consolidated in North Billerica.

The

efficiency goals of the Five Year Plan are realistic and con
servative .
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The Rail Division has demonstrated its ability to respond to
sharp and unexpected traffic declines, such as that which has
been experienced by all rail carriers in 1985.

For example,

expenses in 1985 are projected to be $26.5 million less than in
1984.
The financial structure of the Rail Division is conserva
tive.

Through the five years of the Plan, Guilford will continue

to repay existing debt so that fixed charge coverage is projected
to be 6.2:1 by 1989, with long-term debt (including Federal
Preference Shares as debt for this purpose) accounting for only
27.8 percent of total capitalization.

Through the period of the

Five Year Plan, Guilford anticipates capital spending of approxi
mately $112 million, more than $56 million of which will be
expended in 1985 and 1986.

A growth in equity from $66.6 million

at the end of 1984 to $112.3 million at the end of 1989 is
anticipated.
As discussed in detail below, these results will be dra
matically improved by the addition of the Western Extension.
3.

Projected Results for Western Extension.
Forecasts for the Western Extension have been

prepared by using the Booz-Allen Railway Network Simulation
Model, described above, to simulate the operations of the exist
ing Guilford System in combination with the Western Extension.
Traffic forecasts have been run through the model on a "ramp up"
basis to produce year-by-year results which are illustrated in
Exhibit 14.

In the pro forma year, anticipated as the third year

after acquisition, approximately $150 million is added to the
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revenue of the Rail Division.

Approximately $115 million in

revenue is generated west of the present western terminus of the
Guilford System at Buffalo, and $35 million will accrue on the
lines presently owned (net of losses of $11 million expected to
be experienced as the NS/Conrail combination becomes a reality).
The simulation indicated that in the pro forma year the
Western Extension will provide the Rail Division with $27.4 mil
lion in additional income, indicating an operating ratio of 81.8
percent, a superior result when compared with other Class I rail
roads.

For purposes of the financing plan for this transaction,

this figure has been adjusted with two assumptions:
(1)

The complement of 63 locomotives called for
by the simulation will be purchased pursuant
to the option afforded by the Divestiture and
Acquisition Agreement, sold, fully rehabili
tated and leased back for a net cost of $3.0
million per year ($2.4/year net of deprecia
tion deductions eliminated).

(2)

Depreciation has been adjusted upward to
reflect depreciation of capital improvements
made to the properties during the "ramp up"
years.

The resulting adjusted pro forma income for the Western Extension
is $24.0 million per year, indicating an operating ratio of 84.1
percent.
Exhibits 15, 16 and 17 show combined Balance Sheets, Income
Statements and Statements of Changes in Financial Position for
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the years 1986-1989.

As illustrated there, when the Western

Extension is combined with the current Guilford System, the
Guilford operating ratio will improve by three points.
This improvement is reflective of the efficiencies inherent
in extending the existing Guilford System in the manner contem
plated by this transaction.

Because the Western Extension

needs no substantial new shops, computers or other overhead, but
rather can share the excess capacity presently available on the
Guilford System, and because Guilford can bring new traffic to
these lines, the Western Extension will have the following
efficiencies s
*

Labor and fringes will be only 27.5 percent
of gross revenue, rather than the 1983 indus
try average of 47.2 percent.

By comparison,

Conrail, even with labor concessions not fac
tored into the Western Extension, had a labor
cost component of 41.8 percent (45.8 percent
without "holddowns").
*

General and administrative expense as a per
centage of revenue is only 4.5 percent com
pared with 8.6 percent at Conrail in 1983 and
9.0 percent industry wide.

On the Western Extension, revenue per employee will be $152,130
as compared to $79,900 on the existing Guilford System in 1984
and $85,000 on Conrail in 1984.
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4.

Financing.
Guilford has reviewed carefully all capital com

mitments and investments which are associated with the Western
Extension.

The Combined Statement of Changes in Financial Posi

tion attached as Exhibit 17 provides for funding as and when
required of these various investment elements, including working
capital, a $57.8 million capital program for the Western Exten
sion (as well as a $106 million capital program for the existing
system), purchase costs and all associated "start-up" costs.
These various costs are as follows;
Purchase price
Cars
Connections, etc.
Working capital
Start-up costs

$50.0 million
3.0
5.0
7.3
22.7

Total

$88.0 mill ion

Guilford is prepared to raise $88 million of external funds to
accomplish this transaction.
In addition, the operating plan indicates the need for 63
additional locomotives for the Guilford fleet.

As described

above, it has been assumed that these locomotives will be
acquired on a sale-leaseback arrangement, and the pro forma pro
jections include the locomotive rental payment as a part of
operating costs.
It is believed that all of the required funds could be bor
rowed, if necessary, based on the underlying worth of the exist
ing lines, the value of the assets to be acquired and the general
credit worthiness of the Guilford companies.
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While Guilford may

proceed on this basis, it is prepared to commit substantial
equity if necessary to accomplish the transaction.

In this con

nection, it has been assumed that $20 million in new equity will
be invested in the Rail Division by Guilford and that the remain
ing $68 million will be borrowed.
The financial effects of the combination of the existing
Guilford System and the Western Extension, financed as indicated
above, are shown in detail in Exhibits 15 through 17.

New debt

is assumed to bear interest at 12.5 percent and to be amortized
pursuant to a seven year term loan with principal payments
beginning during the fourth year following closing (assumed to
occur on January 1, 1986).

A summary of the financial results is

depicted below:
Year Ended December 31, 1989
000s Omitted
Present
Rail Division
Railway Revenues
Railway Expenses
NROI
Other Income (Net)
Earnings Before
Interest and Taxes
Fixed Charges
Net Income

Rail Division
and Western
Extension Combined

$ 294,176
273,886
20,290
4,570

$ 444,912
401,007
43,905
4,570

24,860
3,969
20,891

48,475
12,469
36,006

$

$

Fixed Charge Coverage

6.26:1

3.89:1

Operating Ratio

93.10%

90.13%

Debt/total Capitalization

27.78%

36.27%

Return on Equity

18.60%

22.47%

- 54 -

The result is a well-capitalized and profitable entity with
financial and operating ratios which reflect superior performance
and a stable financial structure.

So capitalized Guilford will

be poised for growth beyond that contemplated by the Five Year
Plan.

IV.

CONCLUSION

In its letter of January 30, 1985, to DOT, DOJ established
three conditions for approving the divestitures required to pre
serve competition in connection with the acquisition of Conrail
by NS:
(1)

First, the acquirer of divested lines had to demon

strate that it had the "managerial, operational, and financial
capability necessary to compete effectively, and to remain a
viable entity providing long-term rail service along the desig
nated corridor."
(2)

Second, the acquirer was required to have or obtain

direct connections in Buffalo, Chicago, Toledo and East St. Louis
with one or more railroads other than NS/Conrail or. CSX.
(3)

Finally, NS/Conrail was required to switch cars for the

acquirer in the various problem markets in order to provide
shippers with effective competitive access to the lines of the
acquirer.
As described in the preceding pages and as summarized below, the
acquisition of the Western Extension by Guilford will fully and
conclusively satisfy these three conditions.
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The second and third conditions are met by the terms of the
Divestiture and Acquisition Agreement between NS and Guilford.
The lines to be acquired by Guilford provide the ability to con
nect with all carriers which reach Chicago, St. Louis or Buffalo
and with Grand Trunk Western and the Ann Arbor in Toledo.

More

over, the Agreement requires NS/Conrail to provide reciprocal
switching at reasonable rates in all of the areas which were of
concern to DOJ.
With respect to the first condition, Guilford has the
ability and intention to provide long-term, effective and viable
competition in its service area.

The record and achievements of

Guilford demonstrate its ability to satisfy this condition.
Guilford has made the only significant private investment in
railroads in the Northeast in decades.

It has created, from

three separate railroads, a Viable system which provides
efficient service to its customers.

It has turned around the

financial results of two of those railroads and has maintained
the solid profitabilty of the third.
fully with Conrail in many markets.
profitable.

It has competed success
It has been consistently

In short, Guilford has proven that it has the mana

gerial, operational and financial ability to compete effectively
and to remain viable in the long-term.
The Western Extension will only strengthen and enhance these
results.

More importantly, from the perspective of DOJ and rail

customers in the Midwest Corridor, Guilford will provide effec
tive competition.

- 56

As described in the operating plan, the transit times and
frequency of the Guilford service will be comparable to that
which exists today.

The lines to be acquired are in a physical

condition which permits the operation of competitive service.
Guilford will have sufficient locomotives and cars to handle the
new business on these lines.
The traffic study and marketing plan show that Guilford will
be able to achieve adequate market shares and volumes of traffic
to operate profitably.

The projected results of operations will

permit Guilford to obtain the required financing and will provide
a return on its investment.

Guilford is confident of the long

term viability of the Western Extension and the expanded Guilford
System, and is eager to demonstrate that confidence through the
consummation of the transaction.
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GUILFORD TRANSPORTATION INDUSTRIES
REVENUE TALLY - WESTERN EXTENSION
Annual
Loads

Annua 1
$(000)

Div. From GTI-GF
Div. From GTI-TOFC
Div. To GTI-GF
Div. To GTI-TOFC
Net Diversions
Enola Reroutes
Springfield TOFC Reroutes
Total Div. & Reroutes

18.621
995
33,954
5.007
58.577
8.311
8.901
75,789

(10,551)
(242)
36,008
2.762
27,977
(939 )
1.937
28,975

NS Exclusive Points
Reciprocal Points
Total NS

7,032
7.647
14.679

4,473
6.629
11.102

4.473
6,629
11.102

_

<

_

__

—

—

—

--

--

--

CR Exclusive Points
Reciprocal Points
Total CR

9.932
12.419
22,351

8,721
11,128
19,849

8,721
11.128
19,849

__

_

—

—

—

—

--

--

--

4,000

3,036

3,036

--

--

--

Car Haul

28,459

7,067

7.067

__

__

—

Total Existing Business

69.489

70,029

69.843
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1.353

.(1«?25

New Business-TOFC
-GF

73,770
9,400

61,458
18,100

37,368
7.240

15,349
5,508

6,899
M W

1,842
2,402

Total New Business

83.170

79.558

44.608

20,857

9,849

4.244

Source

PLE Connection

$
West
-|25,074
25.074
—

3.715
28.789

$
DH

$
BM

j(10,772 )

1| (21)

|10,159

|4,762
!
4.741

m n
(939)
1.610
58

$
MEC

—

-|(1.225
(1.225
—

(3.388)
1,353

-

—

(1,225

_

EXHIBIT

Incremental Total
Base Traffic-Post
Diversion
Grand Total

152,659

149.587

114,451

20,915

11,202

3,019

343,889
496.548

NA

NA

NA

NA

NA

cla88-Forwarded
Local
Overhead
Received

115,846
133,581
57,541
189,580

GUILFORD WESTERN EXTENSION
SUMMARY OF DIVERSIONS TO GUILFORD
Present Gateway

Gen. Frt.
Carloads
Buffalo
Albany Area
Danville
Yarmouth
Wells River
St. Johnsbury/
Matawamkeag
Other
Total

Carloads
TOFC
Carloads

13,130
7,128
3,172
1,676
4,740

927
4,080

2,742
1.366

__

33,954

—
—
—

—

5,007

Total
Carloads

Gen. Frt.
($000)

TOFC Revenue
($000)

14,057
11,208
3,172
1,676
4,740

13,984
7,765
3,325
1,352
5,343

496
2,266

2,742
1.366

3,493
746

__

38,961

36,008

—
—
—

—

2,762

Incremental Revenues
Total Revenue Incremental Revenue/Car
($000)
Gen. Frt.
TOFC
14,480
10,031
3,325
1,352
5,343

$1,065
$1,089
$1,048
$ 807
$1,127

3,493
746

$1,274
$ 546

38,770

$1,060

$535
$555
—
—
—

—

$552

New Gateway

Gen. Frt.
Carloads

Chicago
E. St. Louis
Cleveland
Toledo
Ft. Wayne
Potomac Yard
Other
Total

Carloads
TOFC
Carloads

17,183
8,258
1,331
1,769
673
2,113
2,627

4,172
661
164

33,954

5,007

- —

10
—

Total
Carloads

Gen. Frt.
($000)

TOFC Revenue
($000)

21,355
8,919
1,495
1,769
673
2,123
2.627

18,810
10,532
1,545
1,619
729
1,384
1.389

2,345
333
77

38,961

36,008

2,762

—
—

7
—

Incremental Revenues
Total Revenue Incremental Revenue/Car
($000)
Gen. Frt.
TOFC

21,155
10,865
1,622
1,619
729
1,391
1.389

$1,095
$1,275
$1,161
$ 915
$1,083
$ 655
$ 529

$562
$503
$472
0
0
$655
0

38,770

$1,060

$552

GUILFORD WESTERN EXTENSION
SUMMARY OF DIVERSIONS FROM GUILFORD

Present Gateway

Gen. Frt.
Carloads
Buffalo
Potomac Yard
Other
Total

Carloads
TOFC
Carloads

Total
Carloads

Gen. Frt.
($000)

TOFC Revenue
($000)

Incremental Revenues
Total Revenue Incremental Revenue/Car
TOFC
($000)
Gen. Frt.

6,451
11,069
1.101

463
532
—

6,914
11,601
1.101

3,251
6,616
684

121
121

3,37?
6,737
684

$504
$598
$621

$261
$227
__0

18,621

995

19,616

10,551

242

10,793

$567

$243

New Gateway

Gen. Frt.
Carloads

Albany Area
Lost
Total

M
X
H
03
H
oi

Carloads
TOFC
Carloads

Total
Carloads

Gen. Frt.
($000)

17,9/6
645

995
—

18,971
645

10,218
333

18,621

995

19,616

10,551

TOFC Revenue
($000)

Incremental Revenues
Total Revenue Incremental Revenue/Car
TOFC
($000)
Gen. Frt.

—:
—

10,460
333

$568
$516

$243
__0

242

10,793

$567

$243

242

ANNUAL STATISTICS

GUILFORD VJESTFRN EXTENSION

SYSTEM STATISTICS;

AM JAL

BASE CASE

UNIT
MILES

TRAIN
MILES

LOCO

4,632,580

13,709,400

TOTAL
CAR MILES
(000)

OiOSS TCN
MILES
(MILL)

LOADED
CAR MILES
(000)

EMPTY
CAR MILES
(000)

115,280

106,048

221,328

16,283

269,735

Bipty
Return
0.920

Avg Cars/
Train
70.7

Avg G T/
Train
5203

Avg
Speed
17.2

TOTAL
CAR MILES
(000)

c r o s s TON

Avg. L o c o /
Train
2.96

TRAIN
HOURS

LOGO UNIT
HOURS

958,125

CAR C M S ON LINE *
LOAD
EMPTY
TOTAL

CAR
HAfCLINGS

CARLOADS

1,099,800

1,701,000

346,359

1,016,700

2,116,500

CAR MILES ON TRACKAGE RJQfTS (000)
CR EAST
AWIRAK
CR/NS WEST
(CLASS 3)
(CLASS 4)
(Class 7)

40,917

6,855

0

SYSTEM WITH WESTERN
EXTENSIONS

TRAIN
MILES

U X D UNIT
MILES

LOADED
CAR MILES
(000)

EMPTY
CAR MILES
(000)

A itlU A L

7,631,420

22,309,165

250,709

161,384

CHANGES FROM BASE

2,996,840

8,599,765

135,429

55,336

% CHANGE FROM BASE

64.7%

62.71
Avg. l o c o /
Train
2.92

117.5%

52.2%
D ip ty

Return
0.644

TRAIN
HOURS

U X D UNIT
HOURS

CAR DAYS C ti LINE *
LOAD
EMPTY
TOTAL

CAR
HAfCLINGS

CARLOADS

412,093

29,062

383,250

1,297,940

1,625,100

1,304,400

2,929,500

2,194,500

4 % , 548

79,949

4,412

17,059

190,765

12,779

113,515

339,815

525,300

287,700

813,000

493,500

150,189

39,032

(2,442)

17,059

86.2%
Avg Girs/
Train
79.7

78.5%
Avg GT/
Train
5637

* Car days on line excludes time under shipper control
or awaiting loading

M
X

H
a
H
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1
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2
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AM
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20:30
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1
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2
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We
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1
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1
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2
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3
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Mo

13 : 0 0

2:00

2
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GUILFORD TRANSPORTATION INDUSTRIES, INC
RAIL DIVISION
COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 1984

Prnee ____
'aterhouse
EXHIBIT 10

ONE FEDERAL STREET
BOSTON.MASSACHUSETTS 02110
617 423-7330

March 29, 1985

To The Boards of Directors and Stockholders of
Guilford Transportation Industries, Inc's
Rail Division Subsidiaries
In our opinion, the accompanying combined balance sheet
and the related combined statements of income and retained earnings
and of changes in financial position present fairly the financial
position of the Rail Division of Guilford Transportation Industries,
Inc. (comprised of the wholly-owned subsidiaries identified in
Note 1) at December 31, 1984 and 1983, and the results of its
operations and the changes in its financial position for the
years then ended, in conformity with generally accepted accounting
principles consistently applied. Our examinations of these
statements were made in accordance with generally accepted auditing
standards and accordingly included such tests of the accounting
records and such other auditing procedures as we considered
necessary in the circumstances.

GUILFORD TRANSPORTATION INDUSTRIES, INC.
RAIL DIVISION
COMBINED BALANCE SHEET

December 31,
1984

1983

$2,391,000
4,271,000
61 ,387,000
14,686,000
9,142,000
91,877,000

$2,424,000
11,141,000
37,149,000
12,430,000
6,610,000
69,754,000

151 ,958,000
8,926,000

98,753,000
4,206,000

$252,761,000

$172,713,000

ASSETS
Current assets:
Cash
Short-term cash investments
Accounts receivable
Materials and supplies
Other current assets
Total current assets
Net properties (Note 3)
Other assets (Note 13)
Total assets

LIABILITIES AND RAIL DIVISION EQUITY
Current liabilities:
Current portion of long-term debt (Note 4)
Current portion of capital lease
obligations (Note 5)
Accounts and wages payable
Accrued expenses
Total current liabilities

$1,201 ,000

$2,507,000

2,099,000
49,749,000
53,912,000
106,961,000

912,000
27,610,000
30,075,000
61,104,000

Long-term debt (Note 4)
Capital lease obligations (Note 5)
Casualty reserves, less current portion
Deferred income taxes (Note 12)
Other liabilities
Total liabilities

15,069,000
13,926,000
12,340,000
1,708,000
20,021,000
170,025,000

12,684,000
7,113,000
7,098,000
1,708,000
8,833,000
98,540,000

4,500,000

4,349,000

' 11,612,000

8,558,000

66,624,000

61,266,000

$252,761 ,000

$172,713,000

Minority interests
Redeemable preference shares (Note 6)
Rail Division equity (Note 7)
Commitments and contingencies (Notes 5, 8, 14)
Total liabilities and Rail Division equity

See accompanying notes to combined financial statements

GUILFORD TRANSPORTATION INDUSTRIES, INC.
RAIL DIVISION
COMBINED STATEMENT OF INCOME

Year Ended December 31 ,
1984
1983
Operating revenues:
Freight
Other

Operating expenses:
Transportation
Way and structures
Equipment
General and administrative
Railway operating income
Other income (expense):
Interest and dividend income
Interest expense
Gain on sale of real estate
Other
Net income

$294,433,000
12,608,000
307,041,000

$112,357,000
8,867,000
121,224,000

141,517,000
49.935.000
85.418.000
25.457.000
302,327,000
4,714,000

57.440.000
21.908.000
22.863.000
10.650.000
112,861,000
8,363,000

991 ,000
(4,411,000)
3,574,000
289,000
443,000
$ 5,157,000

1.236.000
(2,274,000)
1.440.000
(123,000)
279,000
$ 8,642,000

COMBINED STATEMENT OF RETAINED EARNINGS (NOTE 7)

Year Ended December 31,
1984
1983
Retained earnings at beginning of year
Net income
Dividends:
Preferred
Common
Accretion of discount on redeemable
preference shares (Note 6)
Retained earnings at end of year

$15,718,000

$ 9,327,000

5,157,000

8,642,000

(38,000)
(1,508,000)

(38,000)
(1,755,000)

(1,049,000)

(458,000)

$ 18,280,000

See accompanying notes to combined financial statements

$ 15,718,000

GUILFORD TRANSPORTATION INDUSTRIES, INC.
RAIL DIVISION
COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION
Year Ended December 31,
1984
1983
Cash provided by (used for) operations:
Net income
Add (deduct) items not affecting cash:
Depreciation
Amortized discount on debt
Increase in casualty and other
reserves-noncurrent
Loss on repurchase of debt
Gain on sales of real estate
Other
Other changes in working capital:
Accounts receivable
Materials and supplies
Other current assets
Accounts and wages payable
Accrued expenses - net
Cash provided by operations
Cash provided by (used for) investment
and other activities:
Property additions - net
Proceeds from easement and sales
of real estate
Proceeds from sales of investments
Guilford investment in D&H
Net D&H assets acquired
Guilford investment in B&M
Net B&M assets acquired
Dividends on common stock
Dividends on preferred stock
Advances to Guilford
Reduction in note receivable from Guilford
Other
Cash available (used) before financing
Cash used for financing activities:
Reduction of long-term debt
Reduction of capital lease obligations
Maturities of other liabilities
Net increase (decrease) in cash and short
term cash investments during the year
Cash and short-term cash investments:
At beginning of year
At end of year

$ 5,157,000

$

8,642,000

4,242,000
536,000

1,853,000
470,000

271,000
(3,574,000)
-•

183,000
535,000
(1,440,000)
(50,000)

(5,324,000)
5,187,000
(1,419,000)
1,790,000
533,000

(4,775,000)
5,995,000
(83,000)
2,021,000
1,234,000

7,399,000

14,585,000

(18,237,000)

(9,003,000)

5,192,000
2,796,000
(940,000)
(1,508,000)
(38,000)
(2,890,000)
7,000,000
(154,000)

1,493,000
1,381,000
25,860,000
(19,813,000)
(1,755,000)
(38,000)
(1,251,000)

(1,380,000)

11,459,000

(2,571,000)
(2,056,000)
(896,000)

(4,456,000)
(421,000)
-

(6,903,000)

6,582,000

13,565,000

6,983,000

$ 6,662,000

$ 13,565,000

See accompanying notes to combined financial statements.

GUILFORD TRANSPORTATION INDUSTRIES, INC.
RAIL DIVISION
NOTES TO COMBINED FINANCIAL STATEMENTS

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation
The combined financial statements include the accounts of Guil
ford Transportation Industries, Inc.'s (Guilford) three wholly-owned
railroad subsidiaries, Maine Central Railroad Company (Maine Central),
Boston and Maine Corporation (B&M), and Delaware and Hudson Railway Company
(D&H). D&H was acquired by Guilford on January A , *1984 and the results of
D&H's operations for the period January 5, 198A to December 31, 198A are
included in the accompanying combined statement of income.
B&M was ac
quired by Guilford on June 30, 1983 and the results of B&M's operations
since July 1, 1983 are included in the accompanying combined statement of
income. Maine Central was acquired in 1981 and its results of operations
are included in the accompanying combined statement of income for all of
198A and 1983.
These three Tailroads constitute Guilford's "Rail Divi
sion". As more fully described in Note 2, Guilford's investments in the
three railroads have been pushed down to the separate railroads' accounting
records with the result that Guilford's basis in the assets acquired and
liabilities assumed is reflected in the accompanying combined financial
statements.
These statements also include the accounts of B&M's majority
owned leased line companies as well as one 37Z owned leased line company.
The latter company is included because the 999 year lease constitutes
effective control.
Further, Guilford owns another 61% of this leased line
and the parent's ownership, which was acquired in 1981 and 198A, is in
cluded in the minority interest liability in the accompanying combined
balance sheet.
All significant railroad subsidiaries' intercompany bal
ances and transactions have been eliminated in the combined financial
statements.
Management of Guilford and the railroads are currently investi
gating additional long-term financing arrangements for the Rail Division to
support existing and possibly expanded rail operations.
It is anticipated
that these borrowing arrangements may be made at least in part on the basis
of the Rail Division's existing and possible newly acquired asset bases.
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Materials and Supplies
Materials and supplies consist primarily of fuel oil and repair
and replacement materials for road and equipment property which are valued
principally at the lower of average cost or market.
Properties
All property additions and renewals are capitalized and, except
for land, are depreciated over their estimated useful lives using the
straight-line method (see Note 3). Maintenance and repairs that do not
extend the life of the asset are charged to expense. When depreciable road
or equipment properties are sold or retired, their original cost less
proceeds or salvage is charged to accumulated depreciation.
Grants
Operating grants and subsidies are reflected in income.
Assets
acquired under capital grants are capitalized and the corresponding reim
bursement (the grant proceeds) is recorded as deferred income which is
offset against the property accounts for financial reporting purposes.
Depreciation is computed on such assets and the deferred income is amor
tized.
Such amortization is offset against depreciation for financial
reporting purposes (see Note 9).
Income Taxes
Guilford includes the operations of its railroad subsidiaries in
its consolidated federal income tax return as further discussed in Note 12.
Deferred income taxes are provided to reflect differences in the timing of
deductions for income tax and financial reporting purposes. Investment tax
credits are accounted for under the flow-through method, whereby such
credits generated during the period are used to the extent realized to
reduce income tax expense.
2.

ACQUISITIONS

On January 4, 1984, Guilford purchased all of the common stock of
D&H from Norfolk and Western Railway Company for $500,000 and repaid a note
payable to D&H of approximately $7,000,000. The note payable resulted from
the sale of certain D&H locomotives to Guilford in 1983. The D&H acquisi
tion has been accounted for under the purchase method and, accordingly, the
combined financial statements reflect the results of operations of D&H
since January 5, 1984.
The excess of the estimated fair market value of
assets acquired and liabilities assumed over the purchase price and direct
acquisition costs of $2,296,000 has been allocated to reduce proportion
ately the values assigned to noncurrent assets, principally properties, in
accordance with generally accepted accounting principles. Accordingly, the
carrying value of properties and other noncurrent assets was reduced by

2

approximately $26,000,000.
quired follows:

A summary of the assets and liabilities ac

Net assets:
Working capital (excluding cash acquired)
Properties
Long-term debt
Capital lease obligations
Casualty reserves, less current portion
Redeemable preference shares
Net other assets and liabilities
Net investment
Cash acquired
Total cost of acquisition

$(10,743,000)
39,988,000
(2.997.000)
(8.904.000)
(6.199.000)
(2.005.000)
( 8 . 200.000)
940,000
1,856,000
$ 2,796,000

On June 30, 1983, Guilford purchased all of the common stock of
B&M for $24,250,000.
The B&M acquisition has been accounted for under the
purchase method and, accordingly, the combined financial statements reflect
the results of operations of B&M since July 1, 1983.
The excess of the
estimated fair market value of assets acquired and liabilities assumed over
the purchase price and direct acquisition costs of $1,610,000 has been
allocated to reduce proportionately the values assigned to noncurrent
assets, principally properties, in accordance with generally accepted
accounting principles.
Accordingly, the carrying value of properties and
other noncurrent assets was reduced by approximately $56,000,000.
A
summary of the assets and liabilities acquired follows:
Net assets:
Working capital (excluding cash acquired)
Properties
Long-term debt
Capital lease obligations
Casualty reserves, less current portion
Minority interests
Redeemable preference shares
Net other assets and liabilities
Net investment
Cash acquired
Total cost of acquisition

Maine
carrying value
$40,000,000 as
purchase method

$

2,747,000
50.552.000
(3.156.000)
(7.582.000)
(5.488.000)
(4.300.000)
( 8 . 100.000)

(4,860,000)
19.813.000
6,047,000
$ 25,860,000

Central was acquired by Guilford on June 16, 1981.
The
of Maine Central's properties was reduced by approximately
of the acquisition date which resulted from applying the
of accounting.
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3.

PROPERTIES
The investment in properties consists of the following;
December 31.
1984
Transportation properties:
Road
Equipment
Other property
Accumulated depreciation
Net properties

1983

$141,048,000
13,763,000
154,811,000
2,618,000
157,429,000
5,471,000
$151,958,000

$ 90,992,000
9,345,000
100,337,000
1,931,000
102,268,000
3,515,000
$ 98,753,000

Certain road and equipment properties are subject to financing
and capital lease obligations as further discussed in Notes 4 and 5.
4.

LONG-TERM DEBT
Long-term debt consists of the following:

1984
First mortgage bonds, 6-$% interest, due
February 1986
First mortgage notes, Series A, interest
ranging from 9.52 to 13%, payable in
installments through 1993
Equipment conditional sales obligations,
interest ranging from 10-7/8% to 12-$%,
payable in installments through 1991
Equipment trust, 9-$% interest, due
July 1991
Income debenture bonds, 5-$% interest, due
March 2008
Mortgage notes payable to Guilford,
interest at prime plus 1%
Other long-term debt
Total long-term debt
Less current portion
Long-term debt, less current portion
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December 31 ,
1983

$ 5,444,000

$ 5,372,000

3,063,000

2,787,000

3,250,000

2,448,000

2,667,000

1,750,000

1,717,000

778,000
16,270,000
1,201,000
$15,069,000

1,415,000
770,000
15,191 ,000
2,507,000
$ 12,684,000

The First Mortgage Bonds are secured by the assets of a subsidi
ary of Maine Central.
The equipment obligations are secured by certain
rolling stock and other equipment.
The First Mortgage Notes, Series A, are payable to certain
lessors and are secured by the First Mortgage Trust Indenture as further
discussed in Note 14.
Maturities shown prior to 1987 do not include contingent-sinking
fund provisions under the Income Debenture Bonds and contingent prepayments
of the Income Promissory Notes.
These payments, as well as payments of
interest on these obligations, are contingently due only upon there being
Maine Central earnings available as defined under the related Indenture and
Agreement.
In 1985, interest on these obligations will be payable and
contingent-sinking fund and contingent prepayments will amount to $33,000.
Principal amounts of long-term debt mature as follows:
$ 1 , 2 01 ,00 0

1985
1986
1987
1988
1989
1990-2008
Total

6.199.000
998,000
1.042.000
1.091.000
5.739.000
$ 16.270.000

In addition to the long-term debt reflected in the combined
balance sheet, Guilford has approximately $39,000,000 of long-term notes
outstanding at December 31, 1984, which are payable to its majority stock
holder.
The notes are due in 1988 ($25,000,000) and 1998 ($14,000,000).
Although the debt is not a legal obligation of Guilford's railroad subsidi
aries, interest is payable annually and is funded principally by the Rail
Division's operations.
The common stock of B&M and Maine Central is
pledged as collateral for these.long-term notes payable to the majority
stockholder who has in turn pledged the interest in the notes and col
lateral to a bank.
5.

LEASE COMMITMENTS.

Guilford's railroad subsidiaries are obligated under various
noncancelable leases, principally for rolling stock, having initial or
remaining lease terms in excess of one year.
Interest rates on capital
leases range from 7.5Z to 13Z with a weighted average of approximately 11Z.
Purchase options at fair value exist for certain of the leased equipment.
Lease rental expense included in railway operating expenses amounted to
$18,722,000 in 1984, and $10,667,000 in 1983.
In addition, these subsidi
aries pay all taxes, insurance and maintenance costs under most of the
leases.
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The following is a schedule by years of future minimum lease
payments under noncancelable operating leases, together with the obliga
tions under capital leases (present value of future minimum rentals) at
December 31, 1984:

1985
1986
1987
1988
1989
1990-2003
Total minimum lease payments
Less amount representing interest
Total obligations (present value)
under capital leases
Less current portion
Long-term obligations under
capital leases

Capital
Leases

Operating
Leases

$ 3,718,000
3,404,000
3,303,000
2,807,000
2,420,000
9,325,000
24,977,000
8,952,000

$ 18,304,000
17,608,000
17,404,000
16,782,000
14,495,000
82,648,000
$167,241,000

16,025,000
2,099,000
$13,926,000

Guilford and B&M entered into a long-term sale-leaseback agree
ment with an outside party during 1984 involving twenty locomotives and
future rental payments on these locomotives are included in operating lease
payments in the above exhibit. These locomotives were purchased from D&H
in 1983.
6.

REDEEMABLE PREFERENCE SHARES

B&M and D&H, had 3,059 and 2,593 non-voting $10,000 par value
redeemable preference shares outstanding at December 31, 1984 and 1983,
respectively. These shares were issued to the United States of America at
par values which aggregate $30,590,000 and $25,930,000 at December 31, 1984
and 1983, respectively.
All shares were discounted, at prevailing rates,
as of the dates of the respective Guilford acquisitions, and recorded at
values which represented the present value of the future dividend and
redemption requirements.
The unamortized discoun.t amounted to $18,978,000
and $17,372,000 at December 31, 1984 and 1983, respectively, and will be
accreted over the period ending with the final redemption installment in
2012 .
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Aggregate annual dividend
outstanding are as follows:

Period
1985-1986
1987
1988
1989
1990
1991
1992

and redemption payments

• Annual
Payment

Period
1993-2001
2002
2003
2004-2009
2010
2011
2012

$

52,000
458,000
466,000
1,478,000
2,360,000
2,471,000

for shares

Annual
Payment
$2,483,000
2,431,000
2,025,000
2,017,000
1,005,000
122,000
11,000

B&M's 2,593 outstanding preference shares, upon liquidation, are
subordinate to certain debt of B&M and to the right of Guilford to receive
an amount equivalent to Guilford's initial investment of $24,250,000. These
2,593 shares are redeemable at Guilford's option at a price equal to the
par value plus premiums which aggregate approximately $554,000 for each
year less the aggregate of prior dividend and redemption payments.
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7.

RAIL DIVISION EQUITY

Stockholders' equity of the respective Rail Division entities is
as follows:

1984
Maine Central Railroad Company:
Preferred stock, 5Z cumulative, par value
$100; 7,981 shares authorized, 7,588
shares outstanding, net of 393 held
in treasury
Common stock, par value $100; 139,949
shares authorized; 94,281 shares
outstanding, net of 45,503 held
in treasury
Additional capital
Retained earnings
Total

$

December 31,
1983

779,000

$

779,000

9.428.000
9.481.000
15.994.000
35.682.000

9.428.000
9.481.000
13,461 ,000
33,149,000

Boston and Maine Corporation:
Common stock, $1 par value; 3,000,000
shares authorized; 2,425,000 shares
issued and outstanding
Additional capital
Retained earnings
Total

2.425.000
23.435.000
9.172.000
35.032.000

2.425.000
23.435.000
2.257.000
28.117.000

Delaware and Hudson Railway Company:
Common stock, stated value $500 per
share; authorized and issued
1,000 shares
Additional capital
Accumulated deficit
Total

500,000
2,296,000
( 6 , 886 , 000 )
(4,090,000)

Combined Rail Division equity

$66,624,000

$61,266,000

Combined Rail Division retained earnings

$18,280,000

$15,718,000

Guilford is the sole shareholder of the Common Stock of the
railroad subsidiaries.
In the case of liquidation or dissolution or
winding-up of B&M, whether voluntary or involuntary, the holders of Common
Stock will be entitled to receive, out of the assets of B&M available for
distribution to its stockholders (whether capital or surplus), $10.00 per
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share.
In addition, after payment in full to the holders of the B&M
Preference Shares, the holders of the Common Stock will be entitled to
share ratably in all of the remaining assets of B&M which are available for
distribution to stockholders.
8.

CONSOLIDATED RAIL CORPORATION (CONRAIL) AGREEMENT

D&H entered into an agreement with Conrail in December 1983 which
provided, among other things, that the obligation due Conrail by D&H
amounting to $6,280,000 would be repaid in quarterly installments of
$230,000 in March 1984 through December 1985, $275,000 in 1986; $300,000 in
1987 and $350,000 thereafter until paid. The installments include interest
at 6% through 1987 and at the prime rate thereafter subject to a minimum of
7% and a maximum of 13%. The carrying value of the obligation due Conrail
is presented in the accompanying combined balance sheet at the present
value of the aforementioned installments determined using a discount rate
of 13%. The noncurrent portion of $4,368,000 is reflected in other liabil
ities and the current portion of $398,000 is classified as a current
liability. The unamortized discount was $859,000 at December 31, 1984.
9.

GRANTS FROM THE STATE OF NEW YORK AND THE COMMONWEALTH OF PENNSYLVANIA

D&H entered into agreements with the State of New York in Decem
ber 1983 which provided for capital project grants and an operating subsidy
of approximately $21,000,000 and $3,000,000, respectively.
The $3,000,000
operating subsidy is reflected in other operating revenue in 1984 in the
accompanying combined statement of operations.
The capital projects which
will extend over a three-year period which began in 1984 relate principally
to track rehabilitation programs and the construction of a locomotive
facility in New York State.
The cost of capital projects funded by New
York State in 1984 approximated $6,835,000.
D&H has also entered into agreements with the Commonwealth of
Pennsylvania which provide for capital project grants and an operating
subsidy in 1984 aggregating $2,000,000.
The capital projects relate
principally to track rehabilitation programs and the operating subsidy
supports losses from operations in Pennsylvania.
The cost of capital
projects funded by the Commonwealth of Pennsylvania in 1984 approximate
$845,000.
Since the aforementioned capital projects are not funded or owned
by D&H, the costs relating to these projects are not reflected in the
combined balance sheet as further discussed in Note 1.
10. PASSENGER OPERATIONS
B&M operates commuter rail service for the Massachusetts Bay
Transportation Authority (MBTA) under a five-year commuter service operat
ing agreement effective January 1, 1982.
The contract provides for cost-

9

reimbursement with provisions for management and/or incentive fees.
Cost-reimbursement approximated $60,300,000 for the year ended December 31,
1984 and $26,500,000 for the six months ended December 31, 1983 and is
reported as a reduction of operating expenses in the accompanying combined
statement of income.
Fees of $1,300,000 for the year ended December 31,
198A and $650,000 for the six months ended December 31, 1983 are recorded
in other operating revenues. B&M has been granted an easement in perpetu
ity to operate freight service over the commuter rail lines (subject to
paying its pro rata share of maintenance costs) and to use certain shop and
office facilities.
11.

RETIREMENT PLANS

In addition to retirement benefits provided by the Railroad
Retirement Act, the Rail Division has retirement plans covering management.
The total retirement expense was $1,056,000 in 1984 and $429,000 in 1983,
which included amortization of prior service costs and interest on unfunded
prior service costs. The excess of the actuarial present value of accumu
lated vested plan benefits over plan assets as of the date acquired by
Guilford was recorded as a liability in accordance with generally accepted
accounting principles. The unamortized liability amounted to $1,801,000 at
December 31, 1984. The subsidiaries make annual contributions equal to the
amounts accrued for retirement expense.
A comparison of accumulated plan
benefits and plan net assets, as of the most recent valuation dates, is
presented below:
Actuarial present value of accumulated plan benefits:
Vested
Nonvested

Net assets available for benefits

$15,084,000
684,000
$15,768,000
$13,091,000

The assumed rate of return used in determining the actuarial
present value of accumulated plan benefits was 6 percent.
Certain eligible employees accepted special early retirement
benefits during 1984.
The subsidiaries will provide supplemental pension
benefits and health and life insurance coverage for eligible retirees over
a limited number of years. The subsidiaries and their independent actu
aries believe the supplemental pension benefits will not have a significant
effect on pension costs. The present value of the related health and life
insurance costs approximated $918,000 and were included, primarily, in
operating expenses during 1984.
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12.

INCOME TAXES

A combined provision for income taxes is not required for 1984
and 1983 principally because of the effect of differences in the book-tax
bases of properties which resulted from the B&M, Maine Central, and D&H
acquisitions by Guilford.
The subsequent realization by Guilford of investment tax credit
and operating loss carryforwards which existed at the dates of acquisition
of Maine Central and B&M will not be accounted for as a reduction of income
tax expense, but will be applied to reduce the carrying value of acquired
properties in accordance with generally accepted accounting principles.
Pre-acquisition net operating loss and investment tax credit carryforwards
of the acquired subsidiaries at December 31, 1984 approximate $98,000,000
and $11,000,000, respectively, which are based principally on tax returns
filed. These tax returns have not been examined by the Internal Revenue
Service.
The carryforwards are available to offset future taxable income
of such subsidiaries and expire in varying amounts from 1989 to 1998.
Net operating loss carryforwards which arose subsequent to the
acquisitions aggregate $47,000,000 and $21,000,000 for income tax return
and financial reporting purposes, respectively.
The net operating loss
carryforward for income tax return purposes varies from that for financial
reporting purposes as a result of differences in the recognition of deduc
tions primarily relating to depreciation and amortization expenses.
These
net operating loss carryforwards expire in varying amounts from 1996 to
1999.
Investment tax credit carryforwards (post-acquisition) at Decem
ber 31, 1984 approximate $2,300,000 for income tax return and financial
reporting purposes. These credits expire in varying amounts from 1996 to
1999.
13.

RELATED PARTY TRANSACTIONS

In addition to cash dividends and advances to Guilford
Rail Division, D&H leased locomotives from Guilford during 1984.
rentals of approximately $650,000 are included in 1984 operating
B&M's mortgage notes payable to Guilford were repaid on January
Interest expense to Guilford included in 1983 operating expenses
mated $88,000.

from the
Aggregate
expenses.
4, 1984.
approxi

Intercompany balances with Guilford at December 31, 1984 and 1983
are as follows:
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December 31,
1984
1983

14.

Boston and Maine Corporation:
Mortgage notes payable (Note 4)
Accrued interest on mortgage notes
Advances

$2,890,000

Delaware and Hudson Railway Company:
Locomotive rents, payable

378,000

$1,415,000
282,000

CONTINGENCIES

There are unresolved matters between Guilford and the Trustees of
the B&M predecessor corporation concerning the provision in the B&M Acqui
sition Agreement, as amended, whereby B&M was to receive from the Trustees
an amount sufficient to provide a minimum cash balance, as defined, on June
30, 1983 of $5,250,000.
Guilford has claimed that certain expenditures
(payment of payroll withholding taxes, lease rentals, and other operating
expenses) should have been paid in the normal course of business prior to
the calculation of the minimum cash balance and that cash advances made by
third parties for construction work to be performed should be excluded from
cash in determining whether the minimum cash balance had been satisfied.
The outcome of these matters cannot be determined at this time and no
provision for additional amounts receivable from the Trustees has been
recorded in the accompanying combined balance sheet.
Prior to its acquisition by Guilford, D&H was indebted to the
United States Railway Association (USRA) and to the United States of
America (United States) for funds it had received pursuant to a Loan
Agreement with USRA and a Financing Agreement with the United States. D&H
and Guilford entered into a Limitation Agreement with the United States
dated as of December 31 , 1983 which provided for the substitution of
Contingency Notes, which are described more fully below, for such indebted
ness. D&H has issued two Contingency Notes dated January 4, 1984 to the
United States in the respective amounts of $63,235,000 and $12,435,000
which are issued under, and secured by, a General Mortgage Supplemental
Indenture dated as of January 1, 1984. The Contingency Notes are due and
payable only in the event of a bankruptcy or sale of substantially all of
the assets or liquidation of the assets of D&H and may be satisfied, if
they become due and payable, only from Mortgaged Property pledged under the
Supplemental Indenture.
The Mortgaged Property consists primarily of the
railroad operating assets used to provide rail transportation services.
Since the Contingency Notes become payable and accrue interest only in the
event of the occurrence of the conditions described above, they are not
reflected in the accompanying combined balance sheet.
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The Limitation Agreement with the United States permits Guilford,
with certain limitations, to create a lien superior to that of the United
States on the Mortgaged Property. D&H has executed and delivered a First
Mortgage Trust Indenture dated as of January 1, 1984, which constitutes a.
prior lien on the Mortgaged Property.
The maximum principal amount of
First Mortgage Notes that can be issued under this indenture is
$40,000,000, as much as S18,000,000 of which may be used to provide for
working capital. First Mortgage Notes, Series A, in the principal amount
of $3,365,000 (and considered as working capital advances) were issued in
January 1984 as previously discussed in Note 4.
The common stock of Maine Central is pledged as security for open
letters of credit issued by a bank which aggregate $2,900,000.
Certain legal actions, claims and complaints arising in the
ordinary course of business have been filed or are pending against Guilford
and its railroad subsidiaries. Management believes that the resolution of
these matters will not significantly affect the financial position of the
subsidiaries.
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GUILFORD TRANSPORTATION INDUSTRIES,

INC.

R A IL D IV ISIO N
BALANCE SHEETS AT DECEMBER 31 - 1984 TO 1989

ACTUAL
1984

Assets
Current Assets:
Cash and Short-Term Investments
Accounts Receivable
Materials and Supplies
Other Current Assets

<--------1985

(DOLLAR AMOUNTS IN THOUSANDS)
PROJECTED--1987
1986
1988

1989

$6,662
61,387
14,686
9,142

$17,627
61,387
14,686
9,142

$6,074
59,387
14,686
9,142

$4,364
59,387
14,686
9,142

$6,853
59,387
14,686
9,142

$10,624
59,387
14,686
9,142

91 ,877

102,842

89,289

87,579

90,068

93,839

151,958
8,926

152,297
8,926

159,770
8,926

168,745
8,926

176,377
8,926

184,115
8,926

$252,761

$264,065

$257,985

$265,250

$275,371

$286,880

1,201

8,921

4,078

4,513

4,991

4,549

2,099
49,749
53,912

1,988
49,749
48,072

2,522
40,249
54,253

2,520
38,749
54,563

2,508
38,749
54,706

2,023
38,749
54,364

106,961

108,730

101,102

100,345

100,954

99,685

15,069
13,926

23,725
11,938

19,805
13,221

15,436
14,701

10,589
16,193

6,184
18,170

12,340
1,708
20,021

12,340
1 ,708
18,464

12,340
1 ,708
16,226

12,340
1,708
15,178

12,340
1,708
13,987

12,340
1 ,708
13,138

170,025

176,905

164,402

159,708

155,771

151 ,225

4,500

4,500

4,500

4,500

4,500

4,500

Redeemable Preference Shares

11,612

12,932

14,402

15,988

17,349

18,850

RaiI Division Equity

66,624

69,728

74,681

85,054

97,751

112,305

$252,761

$264,065

$257,985

$265,250

$275,371

$286,880

Total Current Assets
Net Properties
Other Assets
Total Assets

Liabilities and Rail Division Equity
Current LlabiIIttes:
Current Portion of Long-Term Debt
Current Portion of Capital Lease
ObiIgatlons
Accounts and Wages Payable
Accrued Expenses
Total Current Liabilities
Long-Term Debt
Capital Lease Obligations
Casualty Reserves, Less Current
Portion
Deferred Income Taxes
Other LlabiIIties
Total LlabiIIties

Minority Interest

Total LlabiIIties and
RalI Division Equity

EXHIBIT 11

GUILFORD TRANSPORTATION INDUSTRIES, INC.
RAIL DIVISION

OPERATING PLAN - 1984 TO 1989

(Dot 1ar Amounts In Thousands)
1987
1988
1986

1989

437,300

445,250

451 ,450

455,500

$619

$621

$623

$625

$627

$291,237
12,740

$271,647
8,589

$271,553
8,580

$277,242
8,580

$282,081
8,580

$285,596
8,580

303,977

280,236

280,133

285,822

290,661

294,176

42,873
87,520
129,030
40,227

37,883
81 ,060
118,032
36,287

38,680
82,241
115,811
34,516

39,250
82,541
115,614
33,431

40,040
82,971
116,064
32,774

41,350
83,522
116,609
32,405

299,650

273,262

271,248

270,836

271,849

273,886

4,327
4,825
3,995

6,974
4,163
4,113

8,885
5,300
5,462

14,986
5,345
4,975

18,812
4,550
4,496

20,290
4,570
3,969

$5,157

$7,024

$8,723

$15,356

$18,866

$20,891

ACTUAL
1984

1985

461,400

439,000

Average Revenue Per Car

$631

Operating Revenue (000)
Fre 1ght
Mi seellaneous

Carloads

Total
Operating Expense (000)
Eng ineer1ng
Meehan leal
TransportatI on
General & Administrative
Tota 1
Net Railway Operating Income
Other Income - Net
Fixed Charges

Net 1ncome

Operating Ratio

98.58$

97.51$

96.83$

94.76$

93.53$

93.10$

NOTE - The operating plan has been prepared on the basis of the Rail Division's responsibi 1ity
accounting system, which differs In presentation from ICC accounting In the c 1ass if Icat Ion of
certain operating expenses, and has the effect of Increasing Mechanical and General & Admin
istrative expenses and decreasing Transportation expenses. Further, the years 1985 to 1989 do
not include the projected operations of three railroad companies' subsidiaries and, accordingly,
1984 has been restated to eliminate the effects of such subsidiaries from operating revenues and
operating expenses. This results In a decrease In both net railway operating Income and fixed
charges. The net effect of the subsidiaries In 1984 of $29,000 has been Included in "Other
Income - Net" to agree to previously issued financial statements. The change Is regarded as
Immaterial in the context of the five year plan.

EXHIBIT 12

GUILFORD TRANSPORTATION IN D U ST R IES,

INC.

RAIL DIVISION
PRO FORMA STATEMENT OF CHANGES IN FINANCIAL POSITION 1985 TO 1989

1985
Cash provided by (used for)
operations:
Net 1ncome
Add (deduct) non-cash items:
Depreciation
Amortized discount on debt
Increase (decrease) in casualty
and other noncurrent reserves
Gain on sales of real estate
Other changes In working capital:
Accounts receivable
Material and supplies
Other current assets
Accounts and expenses payable

(DOLLAR AMOUNTS IN THOUSANDS)
1987
1986
1988

1989

$7,024

$8,723

$15,356

$18,866

$20,891

4,456
848

5,432
701

6,115
606

6,488
496

7,402
353

(1,000)
(2,200)

(1 ,500)
(3,300)

0
(3,300)

0
(2,400)

0
(2,400)

0
0
0
(6,000)

2,000
0
(3,500)

0
0
0
(1,500)

Cash provided by operations

3,128

8,556

Cash provided by (used for) invest
ment and other activities:
Purchase of lines and equipment
Property additions - net
State funded projects
Proceeds from easement and
sales of real estate
Proceeds from reorganization plan

(5,150)
(24,000)

Dividends
State funding for projects
Other
Cash available (used) before
f inanc1ng
Cash provided by (used
Increase (reduction)
Increase (reduction)
Increase (reduction)
Increase (reduction)

for) financing:
of long-term debt
of capital leases
of preference shares
of other liabilities

Net increase (decrease) in
cash and short-term cash
investments during the year
Cash and short-term Investments:
At beginning of year
At end of year

0
0
0
0

0
0
0
0

17,277

23,450

26,246

(13,750)
(10,400)

(15,890)
(4,400)

(14,720)
(1 ,000)

(15,740)
(1 ,000)

2,600
0
(2,600)
24,000
0

4,100
3,000
(5,300)
10,400
0

4,100
2,000
(5,345)
4,400
0

3,000
0
(4,350)
1,000
0

3,000
0
(4,370)
1,000
0

(2,022)

(3,394)

2,142

7,380

9 ,1 3 6

16,131
(2,099)
0
(1 ,000)

(8,921)
1 ,817
0
(1,100)

(4,078)
1 ,478
(52)
(1,200)

(4,513)
1,480
(458)
(1 ,400)

(4,991)
2,161
(1,135)
(1,400)

11,010

(11 ,598)

(1 ,710)

2,489

3,771

6,662

17,672

6,074

4,364

6,853

$17,672

$6,074

$4,364

$6,853

$10,624

0

EXHIBIT 13

GUILFORD TRANSPORTATION INDUSTRIES, INC.
WESTERN LINES
OPERATING PLAN - 1986 TO 1989

1987

1988

1989

86,841

121,517

152,640

152,640

Average Revenue Per Car

$980

$980

$980

$980

Operating Revenue (000)
Freight
Ml seellaneous

$85,104
1,149

$119,087
1,149

$149,587
1,149

$149,587

86,253

120,236

150,736

150,736

6,300

18,577
32,123
51,000
6,849

18,955
38,170
62,808
6,849

19,294
38,170
62,808
6,849

86,424

108,549

126,782

127,121

11,687
0

23,954
0

23,615
0

8,000

8,500

8,500

.$3,687

$15,454

$15,115

1986

Net Railway Operating Income
Other 1ncome - Net
Fixed Charges
Net 1ncome

Operating Ratio

OO

Tota 1

CN

Operating Expense (000)
Eng Ineer1ng
Meehan lea 1
Transportation
General & Administrative

24,900
o
o

Total

'■J

Car loads

(171)
0
6,125
($6,296)

100.20$

90.28$

84.11$

1,149

84.331

EXHIBIT 14

GUILFORD TRANSPORTATION INDUSTRIES, INC.
WESTERN LINES & RAIL DIVISION
BALANCE SHEETS AT DECEMBER 31 - 1984 TO 1989

(DOLLAR AMOUNTS IN THOUSANDS)
ACTUAL
1984

Assets

1986

1987

$6,217
70,418
18,686

1988

1989

$12,152
75,594
18,686
10,542

$14,272
75,594
18,686
10,542

$17,627
61,387
14,686
9,142

$4,691
73,960
18,686
10,342

91,877

102,842

105,463

107,679

116,974

119,094

151,958
8,926

152,297
8,926

228,306
8,926

247,364
8,926

264,701
8,926

279,205
8,926

$252,761

$264,065

$342,695

$363,969

$390,601

$407,225

1,201

8,921

4,078

4,513

14,991

14,549

2,099
49,749
53,912

1,988
49,749
48,072

2,522
46,264
59,244

2,520
46,206
60,434

2,508
46,605
61 ,235

2,023
46,605
60,893

106,961

108,730

112,108

113,673

125,339

124,070

15,069
13,926

23,725
11,938

79,805
13,221

83,436
14,701

68,589
16,193

54,184
18,170

12,340
1 ,708
20,021

12,340
1 ,708
18,464

12,340
1,708
16,226

12,340
1 ,708
15,178

12,340
1,708
13,987

12,340
1,708
13,138

170,025

176,905

235,408

241 ,036

238,156

223,610

4,500

4,500

4,500

4,500

4,500

4,500

Redeemable Preference Shares

11,612

12,932

14,402

15,988

17,349

18,850

Rail Division Equ1ty

66,624

69,728

88,385

102,445

130,596

160,265

$252,761

$264,065

$342,695

$363,969

$390,601

$407,225

j

o

$6,662
61,387
14,686
9,142

-5*
N3

Current Assets:
Cash and Short-Term Investments
Accounts Receivable
Materials and Supplies
Other Current Assets

1985

Total Current Assets
Net Properties
Other Assets
Total Assets

Liabilities and Rail Division Equity
Current Llabi1Ities:
Current Portion of Long-Term Debt
Current Portion of Capital Lease
Obi Igatlons
Accounts and Wages Payable
Accrued Expenses
Total Current Llabi1Ities
Long-Term Debt
Capital Lease Obligations
Casualty Reserves, Less Current
Portion
Deferred Income Taxes
Other Liabi1ities
Total Llabi1ities

Minority Interest

Tota1 L Iab1111 1es and
Rail Division Equity

EXHIBIT 15

GUILFORD TRANSPORTATION IN D U ST R IE S ,

INC,

WESTERN LINES & RAIL DIVISION
OPERATING PLAN - 1984 TO 1989

(Dollar Amounts In Thousands)
1986
1987
1988

ACTUAL
1984

1985

461 ,400

439,000

524,141

566,767

604,090

608,140

Average Revenue Per Car

$631

$619

$680

$699

$715

$716

Operating Revenue (000)
Freight
MI seel 1aneous

$291,237
12,740

$271,647
8,589

$356,657
9,729

$396,329
9,729

$431,668
9,729

$435,183
9,729

303,977

280,236

366,386

406,058

441,397

444,912

42,873
87,520
129,030
40,227

37,883
81,060
118,032
36,287

56,804
107,141
152,911
40,816

57,827
114,664
166,614
40,280

58,995
121,141
178,872
39,623

121,692
179,417
39,254

299,650

273,262

357,672

379,385

398,631

401 ,007

4,327
4,825
3,995
0

6,974
4,163
4,113
0

8,714
5,300
5,462
6,125

26,673
5,345
4,975
8,000

42,766
4,550
4,496
8,500

43,905
4,570
3,969
8,500

$5,157

$7,024

$2,427

$19,043

$34,320

$36,006

Carloads

Total
Operating Expense (000)
Eng 1neer1ng
Meehan lea 1
Transportation
General & Administrative
Total
Net Railway Operating Income
Other 1ncome - Net
Fixed Charges - East
Fixed Charges - West
Net Income

Operating Ratio

98.58$

97.51$

97.62$

93.43$

1989

60,644

90.31$

EXHIBIT 16

90.13$

GUILFORD TRANSPORTATION IN D U ST R IE S ,

INC

WESTERN LINES 4 RAIL DIVISION
PRO FORMA STATEMENT OF CHANGES IN FINANCIAL POSITION 1985 TO 1989

1985
Cash provided by (used for)
operations:
Net Income
Add (deduct) non-cash Items:
Depreciation
Amortized discount on debt
Increase (decrease) In casualty
and other noncurrent reserves
Gain on sales of real estate
Other changes In working capital:
Accounts receivable
Material and supplies
Other current assets
Accounts and expenses payable
Cash provided by operations

Cash provided by (used for) financing:
Increase (reduction) of long-term debt
Increase (reduction) of capital leases
Increase (reduction) of preference shares
Increase (reduction) of other liabilities
Common stock Issuance
Debt financing
Net Increase (decrease) In
cash and short-term cash
investments during the year
Cash and short-term Investments:
At beginning of year
At end of year

$2,427

$19,043

$34,320

$36,006

4,456
848

7,496
701

8,632
606

9,383
496

10,636
353

(1,000)
(2,200)

(1,500)
(3,300)

0
(3,300)

0
(2,400)

0
(2,400)

0
0
0
(6,000)

(9,031)
(4,000)
(1,000)
7,506

(3,542)
0
(200)
822

(1,634)
0
(200)
1 ,057

22,061

41,022

44,595

0
(27,320)
(1,000)

0
(25,740)
(1,000)

3,128

(701)

0
0
0
0

0
(5,150)
(24,000)

(53,000)
(10,400)

0
(28,490)
(4,400)

2,600
0
(2,600)
24,000
0

4,100
3,000
(5,300)
10,400
0

4,100
2,000
(5,345)
4,400
0

3,000
0
(4,350)
1 ,000
0

3,000
0
(4,370)
1,000
0

(2,022)

(83,251)

(5,674)

12,352

17,485

16,131
(2,099)
0
(1,000)
0
0

(8,921)
1,817
0
(1,100)
20,000
60,000

(4,078)
1,478
(52)
(1,200)
0
8,000

(4,513)
1,480
(458)
(1,400)
0
0

(14,991)
2,161
(1,135)
(1,400)
0
0

11,010

(11,455)

(1,526)

7,461

2,120

6,662

17,672

6,217

4,691

12,152

$17,672

$6,217

$4,691

$12,152

$14,272

O
in
rn

Cash available (used) before
fInanclng

1989

$7,024

m

Cash provided by (used for) Invest
ment and other activities:
Purchase of lines and equipment
Property additions - net
State funded projects
Proceeds from easement and
sales of real estate
Proceeds from reorganization plan
Dividends
State funding for projects
Other

(DOLLAR AMOUNTS IN THOUSANDS)
1986
1987
1988

EXHIBIT 17
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